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ABSTRACT 
The doctrine of Corporate Social Responsibility (CSR) has emerged and developed 
rapidly as a field of study. It is a framework for the role of business in society, setting 
standards of behaviour to which a company must subscribe to impact society in a 
positive and a productive manner at the same time as abiding by values which exclude 
profit seeking at any cost. The emergence of ethical investment, social enterprise, 
business ethics, environmental practices, a human rights approach to recruitment and 
employment conditions, and investment in the community are examples of such 
impacts. 
This research examines the Islamic perspectives of CSR, and argues that, CSR is not a 
subject alien to Islam, as it is deeply inscribed in Shari'ah. In particular, the thesis has 
showed the relevance of CSR as a globally accepted practice to Islamic banks. The 
Islamic banking system has an in-built dimension that promotes social responsibility, 
as it resides within a financial trajectory underpinned by the forces of Shari'ah 
injunctions. These Shari'ah injunctions interweave Islamic financial transactions with 
genuine concern for ethically and socially responsible activities at the same time as 
prohibiting involvement in illegal activities or those which are detrimental to social 
and environmental well-being. 
To further investigate whether the stakeholders of Islamic banks truly subscribe to the 
idea of CSR, this study provides empirical evidence based on a survey which was 
conducted on seven stakeholder groups (customers, depositors, local communities, 
managers, employees, regulators and Shari'ah advisors) of Islamic banks in Malaysia. 
The findings of this study reveal that stakeholders of Islamic banks in Malaysia have 
generally positive views of CSR. One of the most important reflections of their 
positive attitude is that CSR factors are evidenced as one of the important criteria in 
their banking selection decisions. Overall the study provides a clear justification and 
indication from a theoretical point of view and empirical evidence from stakeholder 
perspectives about the relevance and significance of CSR to Islamic banks in 
Malaysia. 
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GLOSSARY 
Transliteration Translation 
bai ' al- istisna' :A contract of acquisition of goods by specification or order, 
where the price is paid in advance, but the goods are 
manufactured and delivered at a later date. 
bai ' al-salani :A contract of sale of goods where the price is paid in advance 
and the goods are delivered in the future. 
bai ' bithanran : This contract refers to the sale of goods on a deferred payment 
'ajil basis. Equipment or goods requested by the clients are bought 
by the bank which subsequently sells the goods to the client at 
an agreed price which includes the bank's mark-up (profit). The 
client may be allowed to settle the payment by instalments 
within a pre-agreed period, or in a lump sum. Similar to a 
muräbahah contract, but with payment on a deferred basis. 
dharar : Harm or detrimental 
filth / usul al- : Islamic Jurispudence / The Principles of Islamic Jurispudence. 
fqh 
gharar : The root word of gharar denotes deception or ambiguity. Bai' 
al-gharar is an exchange in which there is an element of 
deception either through ignorance of the goods, the price, or 
through faulty description of the goods 
halal : Permissible according to Shari'ah 
haram : Prohibitions according to Shari'ah 
i arah :A contract under which a bank purchases and leases out 
equipment required by its clients for a rental fee. The duration 
of the lease and rental fees are agreed in advance. Ownership of 
the equipment remains in the hands of the bank. 
maslahah : Public interest 
maisir . gambling 
mudenrabah : An agreement made between two parties: one which provides 
100 percent of the capital for the project and another party 
known as a nuularrib, who manages the project using his 
entrepreneurial skills. Profits are distributed according to a 
predetermined ratio. Any losses accruing are borne by the 
provider of capital. The provider of capital has no control over 
the management of the project. 
X1 
muritbahah :A contract sale between the bank and its client for the sale of 
goods at a price which includes a profit margin agree by both 
parties. As a financing technique, it involves the purchase of 
goods by the bank as requested by the client. The goods are sold 
to the client with a mark-up. Repayment, usually in instalments 
is specified in the contract. 
mushürakah :A partnership contract between two parties who both contribute 
capital towards the financing of a project. Both parties share 
profits on a pre-agreed ratio, but losses are shared on the basis 
of equity participation. Either parties or just one of them may 
carry out management of the project. This is a very flexible 
partnership arrangement where the sharing of the profits and 
management can be negotiated and pre-agreed by all parties. 
yard-al Hasan : An interest-free loan given mainly for welfare purposes. The 
borrower is only requires to pay back the amount borrowed. In 
some cases, a minimum administrative fee may also be charged 
to the borrower. 
n ba : Literally means an increase or addition. Technically it denotes 
any increase or advantage obtained and accrued by the lender in 
a loan transaction without giving an equivalent counter-value or 
recompense in return to the borrower. In a commodity exchange 
it denotes any disparity in the quantity or time of delivery. 
Shai"F'ah : Literally, the Shari'ah means `the path to water' - the source of 
all life, the clear path to be followed and the path which the 
believer has to tread in order to obtain guidance in this world 
and the deliverance in the next. Technically, it means a set of 
norms, values and laws that govern Muslim's lives. 
sunnah : Literally means custom; the habits and religious practices of the 
Prophet Muhammad, which were recorded for posterity by his 
companions and family and are regarded as the ideal Islamic 
norm. 
tagwa : God-consciousness or god-fearing. It denotes total submission 
to the will of Allah by abiding to all His commands and 
avoiding whatever He prohibits men against. 
wagf : The word waqf is used in Islam to mean holding certain 
property and preserving it for the confined benefit of certain 
philanthropy and prohibiting any use or disposition of it outside 
that specific objective. 
zakah : Alms-giving 
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Chapter 1 
Introduction 
1.1 BACKGROUND RESEARCH 
There have been conflicting expectations about the nature of business organisations' 
responsibilities. Traditionally, people are constantly reminded that businesses are 
profit-making organisations, thus profit maximisation according to some, is the only 
`morality' needed for managing a business enterprise. This view occupies western 
economic thinking that is deeply rooted in Adam Smith's value-free neoclassical 
concept of utility as maximization of self-interest or pleasure. Hence, in a free 
economy, there is one and only one responsibility of business - to use its resources 
and to engage in activities designed to increase its profits (Friedman 1996). The 
proponents of this view, known as "restricted egoism" or "stockholder theory", 
staunchly claim that it is not the interests of the business entities to worry about social 
factors, since they are not politicians or clergymen. Instead, their one overriding 
purpose must be to maximise their financial gain (Marshall 1993; Lantos 2001; 
Humber 2002). 
Increasingly, however, firms have discovered that their interests are jeopardized if 
they do not take social factors into account (Lunt 2001; Lantos 2002). The growing 
demand and pressure upon firms to extend their responsibilities beyond their 
stockholder to various stakeholders is usually attributed to two factors. Firstly, the 
new globalisation phenomenon witnessed an increase in power of corporations on 
both global and local scales, which has led to widespread concern over the political, 
economic, social and cultural impact on countries, people and the environment 
(Stiglitz 2002). Secondly, an increased power of communications associated with the 
so-called `internet-booming era', infiltrating almost every part of the world, including 
the most remote areas, has subsequently become an effective tool, not only to 
transmit information, but also to influence people's opinions worldwide (Lunt 2001). 
These two major phenomena have a great impact in changing people's traditional 
thinking, norms and values, subsequently broadening the definition of business 
1 
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responsibilities and placing consumers and other stakeholders at the highest peak of 
importance, which they never experienced before. Consequently, the doctrine of 
Corporate Social Responsibility (hereafter CSR) emerged and developed rapidly as a 
field of study. It is a framework for the role of business in society, setting standards of 
behaviour to which a company must subscribe to impact society in a positive and a 
productive manner. The emergence of social enterprise, business ethics, 
environmental practices, human rights approaches to recruitment and employment 
conditions, and investment in the community are examples of such impacts. 
In the United Kingdom, the concern for ethical investment and socially responsible 
financial firms has grown in popularity since the mid-1970s. Since then, there have 
been significant developments in the field of CSR, not least within the financial sector. 
According to research conducted by Ethical Investment Research Services (EIRIS), 
there are currently more than 50 retail ethical investment funds in the UK. These 
fiends, all apply environmental, social and/or other ethical criteria to the selection of 
their investments. The estimated value of these funds stood at £4 billion in August 
2001 (EIRIS 2003). 
The emergence of ethical banking and finance coupled with the propagated doctrine 
of CSR in the West today requires an instructive examination from an Islamic 
perspective. The concern over social responsibility and ethical banking is also 
relevant to Islamic banking and finance, which regards ethics and social responsibility 
as enduring principles (Wilson 2001). As a business entity established within the 
ambit of Shari'ah, Islamic banking is expected to be guided by an Islamic economic 
woridview. This in turn provides a strong indication for CSR to be naturally 
embedded and instilled in Islamic banking practice. However, there is a rapidly 
emerging view amongst practitioners of Islamic banks that the performance of Islamic 
banks should be measured in terms of their compatibility with the conventional banks, 
rather than their contribution to the betterment of the communities they serve. 
Consequently there is a growing divergence between Islamic banking practice and its 
initial foundation and objectives. 
2 
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1.2 RESEARCH FOCUS 
In the wake of the above, this research aims to explore the phenomenon of CSR and 
its relevance to Islamic banking. Research questions of the study can be specified as 
follows: 
1. How is the doctrine of CSR derived in the West? 
2. Why must companies operate in a socially responsible manner and be 
involved with various CSR programmes? 
3. Why must companies extend their responsibilities to other parties besides their 
stockholders? 
4. What is the Islamic perspective on CSR and what are the various theories 
underpinning its constrict? 
5. Should Islamic banks subscribe to a CSR paradigm? 
6. Why is CSR relevant and why should it matter to Islamic banking? 
7. To whom do Islamic banks owe responsibilities, duties or obligations? 
8. What are the social responsibilities of Islamic banks, i. e. what kind of roles, 
duties, obligations or programmes should a socially responsible Islamic firm 
subscribe to? 
9. What is the perception of various stakeholder groups towards the CSR of 
Islamic banks? 
1.3 SCOPE OF THE STUDY 
This thesis offers suggestions for answering the above outlined questions based on a 
comprehensive analysis and synthesis of literature on CSR, both from Western and 
Islamic perspectives. The conceptual and theoretical discussions shed light on the 
phenomenon of CSR as widely practised in the West. This research attempts to 
explore implications of CSR for Islamic banking organisations and operations. To 
examine the extent of importance of CSR for Islamic banking, the thesis includes an 
empirical analysis of perceptions of CSR among various stakeholders of Islamic 
banks. Accordingly, the study surveys various stakeholder groups of two fully-fledged 
Islamic banks in Malaysia, namely the Bank Islam Malaysia Berhad (BIMB) and 
Bank Muamalat Malaysia Berhad (BMMB). The stakeholder groups include 
3 
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customers, depositors, managers, employees, Shari'ah advisors, regulators and local 
communities. 
1.4 OBJECTIVES OF THE STUDY 
Overall, the primary objectives of the study are twofold: Firstly, the study aims to 
discuss and delineate the concept of CSR from an Islamic perspective and to justify 
conceptually how CSR is actually relevant to Islamic banking. Secondly, the study 
intends to elicit the opinion of different stakeholder groups of Islamic banks on the 
issues of CSR. This will help us to better understand the actual attitudes and 
perceptions of diverse stakeholders towards CSR. 
1.5 SIGNIFICANCE OF THE STUDY 
A distinctive contribution of this study to the field of Islamic banking and CSR is the 
examination of the CSR concept in an Islamic framework and the actual attitude of 
various stakeholder groups of Islamic banks towards it in Malaysia. Numerous 
theoretical and empirical studies have investigated the phenomenon of CSR in the 
West. Notwithstanding the progress made to date to illuminate the distinctive features 
and characteristics of Islamic banking especially concerning their ethical norms and 
social commitments, no serious attempt has been made to study CSR from an Islamic 
perspective and to examine the perception and attitudes of various stakeholder groups 
of Islamic banks to CSR. This study attempts to fill this gap by providing insights into 
Islamic position on the CSR doctrine and stakeholders' perceptions toward CSR of 
Islamic banks in Malaysia. 
Secondly, despite the extensiveness of empirical research on CSR in the West, past 
research investigating diverse stakeholders' perceptions and attitudes toward CSR 
remains embryonic. In particular, investigations have been limited in terms of 
stakeholder categories considered and the dimensions of CSR investigated. Many 
prior studies on perception of CSR-rclatcd issues have largely elicited information 
from a specific stakeholder category such as managers or employees or consumers. 
Some studies even use proxies to represent the actual stakeholder groups like students 
or prospective employees in the sample for understanding the perception and attitude 
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of stakeholders toward CSR. Furthermore, previous studies have also tended to 
investigate on a limited dimension or specialised facets of the broad construct of CSR. 
For example, in demonstrating a positive relationship between customers' preference 
for a company's products and services, some focus more specifically either on 
company ethics, on environmental practice, on human resource management, or on 
charitable donations and philanthropic contributions. How stakeholders might 
perceive a single firm carrying out multiple social responsibility actions at the same 
time (on the same or different dimensions) remains unclear. 
The present study departs from the past studies in two ways. Firstly, the study aims to 
fill some of the gaps in both the CSR as well the Islamic banking literature by 
conducting empirical surveys on perceptions of CSR practices of Islamic banking 
institutions across a variety of stakeholder communities. By adopting the stakeholder 
approach, this study will be of potential relevance to Islamic banks, particularly in 
their policies and dealings with the aim to identify and build on stakeholder synergies 
to secure benefits for the widest possible constituency. Also, by eliciting the opinion 
of CSR from more diverse stakeholder groups, will help assess the business benefits 
and costs associated with, respectively, responsible and irresponsible corporate 
behaviours. Secondly, the study also adopts various dimensions of CSR (human rights, 
environmental, philanthropic, ethical and human resource) together with other 
dimensions relevant and unique to Islamic banking practices, as discussed in Chapter 
2,3 and 4. Therefore, a study that investigates various stakeholders' opinions of 
different facets of CSR practice of Islamic banks from an emerging economy like 
Malaysia will certainly add a new dimension to the literature. 
1.6 STRUCTURE OF RESEARCH 
Following this brief Introduction, the thesis is organised as follows: 
Chapter 2- CSR: the Western Perspectives - examines the concept of corporate 
social responsibility which has been extensively discussed and debated amongst the 
Western theoreticians and business communities alike. The various definitions and 
dimensions of CSR are discussed, and reasons why CSR has become such a key issue 
are examined. Some of the most commonly discussed theoretical groundings 
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underpinning the practice of CSR in the West are uncovered. Among the theories, this 
study places thorough emphasis on the stakeholder theory which will be taken as a 
primary theoretical basis for the research purpose. 
Chapter 3- CSR: the Islamic Perspectives - discusses the Islamic alternative views 
on the various theories underpinning the construct of CSR. This view, which 
prevailed within the ambit of Shari'ah, is very influential in dominating the thinking 
and behaviour of approximately 1.6 billion Muslims across the globe. To shed light 
on understanding the position of Islam towards CSR, an Islamic worldview is 
discussed. As problems are identified with conventional theories, especially their 
relativity and transitory nature, the implications of Islamic worldview to the construct 
of CSR include the implication of God-consciousness (taqwa) paradigm, the principle 
of maslahah (protection of public interest), and the principle of harm prevention are 
further explored. The chapter ends by examining the alternative Islamic perspective 
on normative stakeholder theory. 
Chapter 4- CSR: Implications for Islamic Banks - demonstrates the relevance and 
importance of CSR to the current operations of Islamic banking. As an organisation 
governed by the principles of Shari'ah, CSR is expected to be a natural outlook for 
Islamic banks and is hence embedded into their operations. To support this argument, 
characteristics and philosophies behind its establishment are unveiled. This can help 
to carve theoretical reasons why Islamic banks should practise CSR. The various 
social responsibility dimensions and the stakeholders' nature of Islamic banks are also 
examined to further illuminate the importance of CSR to Islamic banks. 
Chapter 5- Research Framework and Methodology - provides an analytical 
framework for the research variables, the research strategy and methodology 
employed, the selection of population samples, and the data collection processes 
utilised. This is hoped to indicate the extent of reliability and validity of the data 
obtained. The chapter also gives an overview of Islamic banking in Malaysia with 
specific focus on the two full-fledged Islamic banks under study, namely Bank Islam 
Malaysia Berhad (BIMB) and Bank Muamalat Malaysia Berhad (BMMB). 
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Chapter 6- Profile Analysis - provides a descriptive analysis of the respondents in 
the sample as a basis for understanding the characteristics of those stakeholders of 
Islamic banks who participated in the study. An understanding of their background 
may give better insight for further analysis of the sample, especially in answering the 
research questions. 
Chapter 7- Findings and Analyses - presents the results of analyses and findings in 
an attempt to answer the research questions of the study. It offers in-depth 
discussions of the various issues pertaining to objectives, characteristics and CSR- 
related issues of Islamic banks, drawn from the multiple stakeholder groups' 
perceptions. Where appropriate, the hypotheses relating to each section are 
statistically tested. The statistical methods employed in this chapter range from 
frequency distribution to factor analysis. 
Chapter 8- Conclusion provides a summary of the major findings, 
recommendations, limitations and future research. Figure 1.1 provides an overall 
picture of the structure of the thesis. 
Figure 1.1: Road Map to the Thesis 
Corporate Social 
Responsibility (CSR) 
Western Perspective of CSR 
(Chapter 2) 
J 
Islamic Perspective of CSR 
(Chapter 3) 
Implications of CSR for 
Islamic Banking 
(Chapter 4) 
Empirical Study of 
Stakeholders' Perceptions 
Research 
Framework and 
Methodology 
(Chapter 5) 
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Chapter 2 
Corporate Social Responsibility: The Western 
Perspectives 
2.1 INTRODUCTION 
This chapter examines the concept of Corporate Social Responsibility (hereafter CSR), 
its evolution, and the main theories underlying the concept of CSR, namely 
strategic/instrumental theory, social contract theory, legitimacy theory and 
stakeholder theory. A major focus is on the stakeholder theory that serves as a 
primary theoretical basis for the present research. These theories are not mutually 
exclusive but, on the contrary, are inter-related and are a major impetus to a 
flourishing debate on the concepts of CSR amongst the western intelligentsias. This 
chapter aims to answer the following questions: 
1. What is CSR? 
2. What is the basis of CSR doctrine? 
3. Why must companies operate in a socially responsible manner and 
involve themselves with various CSR initiatives? 
4. Why must companies extend their responsibilities to other parties 
beyond their traditional stockholders? 
2.2 CSR: AN EVOLVING CONCEPT 
The intensive ethical debate since 1950s has influenced busineses to be more humane, 
ethical and transparent (Maignan and Ferrell 2003), giving rise to conscience over 
sustainable development, corporate citizenship2, sustainable entrepreneurship, triple 
1 World Commission on Environment and Development defines sustainable development as the 
development that meets the needs of the present without compromising the ability for future 
generations to meet their own needs. See in Marrewijk (2003). 
Marsden and Andriof (2001) define good corporate citizenship as "understanding and managing a 
company's wider influences on society for the benefit of the company and society as a whole". See in 
Marrewijk (2003). 
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bottom line3, business ethics and CSR (Marrewijk 2003). This chapter focuses on 
CSR. 
2.2.1 Socio-Economic Discontent 
CSR is constantly evolving and incorporates different approaches depending on 
circumstances and needs. The increased interest in CSR doctrine partly reflects a 
continued discontentment amongst business communities with regards to the 
restrictive and sometimes misleading worldview entrenched in the self-interest, and 
secularist and hedonistic individualism underlying the Western economic worldview4. 
This discontentment is in part exacerbated by increasing business scandals (e. g. frauds, 
breach of trusts, misrepresentations and other unethical behaviours) involving large 
corporations such as Barings, Enron, Arthur Anderson, WorldCom and a number of 
others (Snider, Hill et al. 2003). 
Moreover, the CSR started to figure prominently in public debate in the wake of 
increasing social problems such as poverty, unemployment, race, gender and religious 
discrimination, and pollution (Boatright 1993). These social problems are natural 
outcomes of continuous transformation in the market due to economic globalisation, 
technological revolution as well as demographic and political change (Dunning 2003). 
In the European markets for example, the socio-economic impact of these changes has 
not been universally positive, giving rise to stark disparities both within the European 
countries and between them. In almost every European country, it is possible to find 
3 Elkington (1997) states that "Tripple Bottom Line" or "People, Planet, Profit", refers to a condition 
whereby companies focus not only on their economic viability and performance but also on their social 
and environmental impacts. See in Marrewijk (2003). 
4 The discussions of Western economic worldview have been elaborated extensively in the literature 
for example by Al-Attas (1991,1995,1996), Chapra (1996,2000), Steidlmeier (1992), Sardar (2003) 
and Haneef (1997). In sum, the fundamental components of the western capitalistic economic 
worldview are based on the notions: 
1. that the sole goal of economic activity is to maximise profit; 
2. that the individual preferences are the most important aspects of human well-being; 
3. that individuals should be given total freedom (unhindered by government or by collective 
value judgements) to pursue their self-interests; and 
4. that selfish individual with self-interest will unselfishly end up serving the whole community; 
and 
5. that individuals are totally committed to their secular mores, with an uncompromising 
insistence on the separation of economic and religious matters. 
For further details see Al-Attas (1991), Steidlmeier (1992), Al-Attas (1995), (1996), Haneef' (1997), 
Sardar (2003). 
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examples of world-class social services and competitive economic activity, alongside 
growing evidence of social exclusion5 and environmental deterioration (Rogaly 1999). 
The subsequent financial exclusion which is part of the experience of poverty and 
social exclusion has emerged as a common phenomenon in Western countries. In 
Britain for example, the causes of financial exclusion lie in the changing market 
strategies of some private `profit-oriented' commercial banks, which have withdrawn 
branches from areas identified with low income and large numbers of people 
receiving social-security benefits (Rogaly, Fisher et al. 1999). The behaviour of 
commercial banks in cutting their operational costs (e. g. branch closures) in order to 
preserve their profits has also been prompted by rapid changing structure of the 
financial services industry characterized by highly competitive markets, driven by 
deregulation, technological advances and financial globalization6. 
Obviously the disadvantaged neighbourhoods and the poor are suffering more 
severely from bank-branch closures. Due to changes in the market-driven strategy 
transpired by profit-motivated banks, increasing numbers of people are excluded from 
the financial services. The inability to access credit, savings, money advice, bill- 
payment facilities and financial literacy further exacerbate poverty and social 
exclusion amongst the rural and disadvantaged urban households. Figure 2.1 
summarises the common factors faced and perceived by the supply side (conventional 
5 Social exclusion refers to processes leading to a decline in economic, political and social citizenship, 
and thus to a reduced equality of opportunity and access to resources including social and material 
wealth (Rogaly 1999). A study conducted by Joseph Rowntree Foundation in 1999, found that 1.5 
million UK households lacked even the most basic financial product, and not surprisingly, these tended 
to be in communities with high levels of deprivation. For detailed discussion, refer also to EIRIS 
2003). 
Except for HSBC, since 1987 the number of bank branches of the four main High Street banks has 
declined by one-third (Rogaly 1999). It is reported that more than 3,600 bank branches have been 
closed since 1990, and another 3,000 are expected to shut down in the next five years. A Bristol 
University study in 1997 found that rates of branch closures were higher than average in poorer areas. 
Most of the 171 Barclays' branch closures in April 2000 occurred in small rural communities and only 
eight percent in its south-east region (French 2000). Most of the branch closures by the large retail 
banks in Britain were inspired by the need to protect their profits (by reducing their operational costs) 
from the new competitors, ranging from telephone banks and insurance providers to supermarkets (like 
Sainsburry, Tesco etc. ), utility companies, and other service companies like British Airways which 
apparently showed interest in providing financial services (e. g. loans, insurance etc. ) to their clients. 
For details see in Rogaly (1999), French (2000). 
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financial intermediation) and the demand side (the poor) which result to financial 
exclusion amongst the poor7. 
Figure 2.1: Factors That Cause Financial Exclusion amongst the Poor 
PHYSICAL FACTORS: 
Poor Infrastructure 
" Few roads, rail links, etc. 
" Few markets 
" No telephones, faxes, internet 
connections, etc. 
" Few bank branches 
SUPPLY SIDE 
High transaction costs and high risk 
business due to: 
" Screening problems 
Monitoring problems 
Enforcement problems 
" Regarding clients as "too poor 
to save" 
" Non-collateral clients 
" Uneconomic and small loan 
size clients. 
" No insurance on natural 
hazards 
" Diversification problems 
FINANCIAL 
EXCLUSION 
I 
DEMAND SIDE 
Risk aversion attitude due to: 
" Illiteracy 
" Feeling insecure 
" Lack of assets and lands 
" Risk of natural hazards 
" Risk of illness 
" Risk of political instability 
" Risk of economic 
mismanagement 
" Reluctance to borrow 
" Reluctance to use better 
technologies in production 
I 
' The essence of conventional profit-maximisation banks as financial intermediaries that provide 
financial services to the people hinges upon two critical elements; firstly, the applicant's reputation as a 
person of honour (see in Diamond (1991)) and secondly, the availability of enough capital or collateral 
against which claims can be made in case of default (see in Holmstrom and Tirole (1993)). As the 
formal lenders, risk-averse banks will only be willing to lend if these two elements that serve as a basis 
of trust in their reciprocal relationship with their clients (as borrowers) exist. However these two 
elements pose important impediments to the poor, especially in the rural areas, in accessing the credit 
market. The poor are usually perceived by the `profit-orientated' conventional banks as high-risk 
borrowers due to the inherent difficulties in assessing their creditworthiness and, at the same time, their 
inability to provide collateral to pledge against any potential risk. These traditional formal lenders are 
faced with borrowers who they do not personally know, who do not keep written accounts or `business 
plans' and who want to borrow small and uneconomic sums (see in Jacklen (1988)); thus exposing 
them to very high risks due to the inherent screening problems faced by the lenders at the same time 
make the project appraisal too expensive (see in Rhyne and Otero (1992)). Most formal intermediaries 
like commercial banks also regard low-income households as `too poor' to save, thus further 
accentuating the risk of supplying credit to them (for details, refer to Adams and Vogel (1986), Sinclair 
(1998)). Furthermore, no insurer is willing to insure against the possibility of non-repayment due to 
natural and commonest hazards which afflict small producers in developing countries; for example, 
drought, livestock disease and breakdown of equipment (see in Hulme and Mosley (1996)). The risk 
exposure in supplying credit to poor clients is further exacerbated due to the inherent difficulty for the 
commercial financial institutions to diversify their portfolio. For example, most of the rural clients who 
derive their incomes from agriculture need to borrow in the pre harvest season, making it difficult for 
banks to diversify their portfolio (see in Zeller and Sharma (1998)). 
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2.2.2 Drivers behind the Emergence of CSR 
The escalating social and economic problems brought about by globalisation have 
raised new questions as well as expectations about governance and social 
responsibilities. Perhaps, the upshot of growth in multinational companies, especially 
in developing countries, is a shift in the balance of power and responsibility between 
corporations and the state. With the extensive resources possessed by the giant 
companies, governments are increasingly looking at companies to address social and 
economic problems. Multinational companies are seen as the key to development, 
through the provision of jobs, payment of taxes, transfer of technology and through 
charitable contributions to education and health care (Lunt 2001). Likewise, more and 
more companies of all sizes and sectors are recognising the importance of their role in 
society and the real `bottom line' benefits of adopting proactive approaches to CSR 
(United Nation 2000). In fact, CSR has taken its stronghold in developed countries, 
especially amongst many of the United States and European corporations of all sizes 
across business sectors (O'Brien 2001; Snider, Hill et al. 2003). 
CSR literature identifies several driving forces behind the growing trend towards CSR 
initiatives8. First, there is a growing market pressure whereby customers, employees, 
or capital markets exert some form of preference, pressure or signal. Social and 
ethical issues have received increasing public attention or as market signals apart from 
the traditional price and brand preferences9. The growth of the ethical investment 
industry is another indication of how much emphasis people are now apparently 
placing on the social and ethical behaviour of companies10. Second, there has been an 
increasing regulatory pressure ranging from reporting requirements to government 
regulations that introduce compulsory business standards upon which companies of 
8 Refer to CSR Europe (2000), (2001), European Union (2001), CSR Europe (2002), Porter and 
Kramer (2002), Davies (2003), Johnson (2003), Snider, Hill, et al. (2003), Vuontisjarvi (2004). 
" Research carried out in 1998 by MORI showed that in the last 12 months, 17% of those questioned 
had boycotted a company's product on ethical grounds, while 19% had chosen a product or service 
because of a company's reputation. Again in 1998,71% of the general public questioned felt that 
industry and commerce do not pay enough attention to their social responsibilities (see in Lunt (2001)). 
10 According to a research conducted by EIRIS, there are currently more than 50 retail ethical 
investment funds in UK. These funds all apply environmental, social and/or other ethical criteria to the 
selection of their investments. The estimated value of these funds stood at £4 billion in August 2001 
(see in EIRIS (2003)). Also refer to EIRIS (2001). 
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all sizes have to abide'. Third, increased power of communications (e. g., internet, 
electronic media, and others) have driven consumers and pressure groups like social 
activists, non-governmental organisations (NGOs) and trade unions to scrutinise the 
activities of companies more effectively and develop strategies that may influence 
companies to act in a socially responsible way. Fourth, there is a competitive 
advantage that companies believe they can reap by being socially responsible. They 
foresee that by communicating effectively about their social, environmental and 
economic contributions, they can strengthen their brand, enhance their corporate 
reputation with customers and suppliers, and attract and retain a committed and 
skilled workforce. Indeed, extant literature asserts that, the commitment towards CSR 
will in turn lead to better performance in terms of profitability, competitiveness and 
risk management 12. 
Consequently, these factors give rise to the issues of corporate risks, in the form of 
legal risks or what is emerging as moral risks. The former entails adverse 
consequences for the company or its officers arising from non-compliance with the 
law, while the latter is concerned with reputation which may not involve legal action. 
However, moral or reputational risks can exert intense pressure on management and 
damage business goodwill and its survival, if neglected or abandoned (Davies 2003). 
For example, if a company focuses only on efficiency and externalities as much of its 
costs as possible to the detriment of society, it will ultimately face social sanctions 
that will at the very least increase its costs or could put it out of business altogether. 
2.2.3 The Growing Concern for CSR in The Financial Sector 
The growing concern of CSR also encompasses the Western financial services 
providers. In the United Kingdom, a group identified as the FORGE Group 
(comprising several frontline bankers such as Barclays, Abbey National, Lloyds TSB, 
11 According to Davies (2003), many business standards in the industrialised Organization for 
Economic Cooperation and Development (OECD) countries were once voluntary in nature. 
Subsequently due to the changing circumstances, the standards have now become compulsory. The 
standards include provisions such as ethical behaviour, health and safety regulations, and minimum 
wages and working hours. 
12 Refer to Waddock and Graves (1997), O'Brien (2001), Porter and Kramer (2002), Brinkman (2003), 
Johnson (2003), Snider, Hill, et al. (2003). 
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Royal Bank of Scotland, Royal and SunAlliance, Aviva (Chair), Legal & General and 
Zurich), developed the first industry practical guidance to help financial services 
companies understand and address CSR issues effectively and efficiently. Among the 
issues of CSR relevant to the financial services sector are involvement and investment 
in community; healthy workplace related-policy and practices; and other ethical issues 
(access to products and services, advertising and pricing, business ethics, customer 
service, privacy, supplier relationship and value of products and services) 13. 
Perhaps, the most striking attempt has been the effort by HSBC Holdings which has 
recently produced its first CSR Report 2003, disclosing its CSR worldwide 
commitments and pledging its support to various community and philanthropic 
sponsorships, focusing mainly on education and the environment, heritage and the arts 
(HSBC 2003; Cama 2004). In the introductory remarks of the report, HSBC pointed 
out that such disclosure commitment is part of their serious recognition and fulfilment 
of CSR obligations, meeting the recommendation made under the UN Global 
Compact, which is, to report a case study annually on one of the Compact's nine 
principles 14. HSBC defines CSR as addressing the expectations of their customers, 
shareholders, employees and other stakeholders in managing their business 
responsibly and sensitively for long term success15. The definition and meaning of 
CSR will be discussed further in the following section. 
2.3 THE MEANING OF CORPORATE SOCIAL RESPONSIBILITY (CSR) 
In general, CSR is taken to denote corporate activities, beyond profit making, which 
include protecting the environment, caring for employees, being ethical in trading, 
and getting involved in the local community. Some of the main issues are: promoting 
human rights, community involvement, human resource management, socially 
responsible investing and social reporting (CSR-Europe 2001). Davies (2003) 
" For details of the guidelines, refer to FORGE-Group (2002). 
14 UN Global Compact was launched on July 26'x' 2000 by the United Nation Secretary General Kofi 
Annan. It serves as a voluntary framework within which companies around the world can advance 
socially responsible behaviour and "be part of the solution to the challenges of globalisation". Since 
the date it was launched, some 1,629 companies worldwide have signed up to the Global Compact. 
This framework outlines nine principles for companies to follow, which deal with three main areas: 
human rights, labour, and environment. For details refer United Nation (2000). 
is For details of the report, please refer to HSBC (2003). 
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simplifies the understanding of CSR to mean a set of standards of behaviour to which 
a company subscribes in order to make a positive and productive impact on society. 
Put simply, it is the framework for the role of business in society. 
2.3.1 Defining CSR 
Defining CSR is difficult as "it means something, but not always the same thing to 
everybody"(Marrewijk 2003). This goes for a variety of definitions of CSR, adopted 
by different groups, specific to their own interests. Various management disciplines 
have recognised that CSR fits their purposes, such as quality management, marketing, 
communication, finance, human resource management and reporting. For example in 
marketing, CSR covers a diverse range of issues such as consumerism, 
environmentalism, regulation, political and social marketing (Carrigan and Attala 
2001). Another example is in the area of reporting, Gray (1987) proposed social 
responsibility to mean "a responsibility for actions which do not have purely financial 
implications and which are demanded of an organisation under some implicit or 
explicit identifiable contract" (Gray, Owen et al. 1987). 
There is also difference in terms of emphasis on coercion and voluntarism. Walton 
(1968) prefers voluntarism over coercion, and so does The European Commission 
which states that companies subscribing to CSR integrate social and environmental 
concerns in their business operations and in their interaction with their stakeholders 
on a voluntary basis. According to this view, being socially responsible means not 
only fulfilling legal expectations, but also going beyond compliance, investing `more' 
into human capital, the environment and the relations with stakeholders (Walton 1968; 
Vuontisjarvi 2004). A similar definition is provided by Kok, Wiele et al. (2001), who 
define CSR as "the obligation of the firm to use its resources in ways to benefit 
society, through committed participation as a member of society, taking into account 
the society at large, and improving welfare of society at large independently of direct 
gains of the company"(Kok, Wiele et al. 2001). 
In a more comprehensive approach, Carroll (1979; 1991) attempted to integrate 
previous conceptualizations by introducing a four-part definition of CSR: economic, 
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legal, ethical and philanthropic. The following briefly discusses each of the corporate 
social responsibility identified by Carroll (1979; 1991): 
1. Economic responsibilities require that businesses be profitable, provide good 
jobs for employees and produce goods and services which are desirable in 
society. Controlling employees' productivity or monitoring customer 
complaints are also examples of activities signifying economic responsibility. 
Economic responsibility further includes the obligation to seek out supplies of 
raw materials, to discover new resources and technological improvements and 
to develop new products. By fulfilling these roles, corporations will enhance 
the economic well-being of society and ensure the survival and growth of the 
organisation. 
2. Legal responsibilities correspond to society's expectation to see businesses 
meet their duties within the framework of the law. One of these is to act as a 
fiduciary, managing the assets of corporations in the interests of shareholders 
and distributing the profits to them as dividends. Corporations also have legal 
responsibilities to employees, customers, suppliers, and other parties 
including the local communities. The legal responsibilities of businesses, 
which are created by legislatures, regulatory agencies and the courts, are 
constantly increasing, largely in response to greater societal expectations. 
Training programmes about sexual harassment and fairness in the workplace 
represent initiatives aimed at fostering legal responsibility. 
3. Ethical responsibilities demand businesses to be conducted morally, doing 
what is right, just and fair and avoiding harm or social injury as well as 
preventing harm caused by others. Ethical responsibilities are those policies, 
institutions, decisions, or practices that are either expected (positive duties) or 
prohibited (negative duties) by members of society, although they are not 
necessarily codified into law. Ethical duties overcome the limitations of legal 
duties which are only concerned with what ought not to be done, rather than 
being proactive, telling us what ought to be done. Codes of conduct or ethics 
training programmes help businesses meet their ethical responsibilities. 
4. Philanthropic responsibilities reflect the voluntary contributions of 
businesses by actively participating in activities and programmes for the 
betterment of society beyond their economic, legal and ethical responsibilities. 
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Corporate volunteerism, donations to cultural organizations, and offering 
education scholarships to poor students, are examples of philanthropic 
responsibilities. 
Carroll contends that these four components address the entire spectrum of 
obligations business has to society. The definition given by Carroll (1979; 1991) is 
rather pragmatic and more realistic, taking into consideration the altruistic 
characteristics of a firm without ignoring businesses' duty to generate profits, i. e. the 
economic responsibility of a firm. It has also been amongst the most quoted 
definition in the CSR literature. Many conceptual and empirical studies have used 
Carroll's classification to further examine and develop the concept of CSR". 
Marrewijk (2003) reinforces the philanthropic approaches used by Carroll (1979) to 
be the roots of CSR. 
2.3.2 Dimensions of CSR Practices 
Notwithstanding the conspicuous differences between the accounts of the concept and 
definitions of CSR offered by the literatures, there is wide agreement on the central 
features of what is commonly called the doctrine of CSR. In sum, CSR addresses 
some of the following areas: (1) the environmental dimension, (2) the human resource 
dimension, (3) the philanthropic dimension, and (4) the human rights dimension. 
Figure 2.2 depicts the broad dimensions of CSR practices, as widely mentioned and 
adopted, as a research framework in the Western literature. 
'' See for example in Aurpele, Carroll, et al. (1985), Wartick and Cochran (1985), Carroll (1991), 
Wood (1991), Ibrahim and Angelidis (1993), Pikston and Carroll (1994), Lewin, Sakano, et al. (1995), 
Swanson (1995), Ibrahim, Angelidis, et al. (1997), Maignan (2001), Maignan and Ferrell (2003), 
Snider, Hill, et al. (2003), Angelidis and Ibrahim (2004), Goll and Rasheed (2004). Also refer to 
Carroll (1979) and Carroll (1991). 
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Figure 2.2: Dimensions of CSR Practice 
Iluman Resource Dimension 
" Protecting in health and satety 
" 'treating employees fairly in 
terns of wages, working hours 
etc. 
" Promoting equal opportunities 
" Investing in education and 
training 
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Environmental Dimension 
" Good waste and recycle policy 
" Energy conservation 
" Ensuring products do not harm 
environment 
" Undertake initiatives to 
promote environmental 
responsibility. 
Human Rights Dimension 
" Promoting human rights 
" I? nsuring operation respect 
human rights 
" Refrain lending to oppressive 
regime or companies violating 
human rights. Vw 
Philanthropic Dimension 
" 1-lelp solve social problems 
" Supporting charities and 
community projects 
" Participate in management of 
public affairs 
" flay a role on society goes 
beyond profit maximisation 
The lists above, although they are not exhaustive, may provide a general overview of 
the meaning of CSR and serve as a framework for conducting research on it. The 
countless examples of activities and dimensions of CSR of the aforementioned lists 
'7 are adopted in much literature on CSR. 
2.4 THEORIES UNDERPINNING CSR 
The discussion so far describes the doctrine of CSR that serves as a framework for the 
role of business in society, setting standards of behaviour to which a company must 
subscribe to impact society in a positive and a productive manner. The increasing 
demands of CSR require companies to show their concerns beyond the purely 
financial, but also to demonstrate an interest and actively participate in initiatives that 
contribute to society and the natural environment. The sections to follow synthesise 
some of the major theories that ground and underpin the practice of CSR. 
" See for example Aurpele, Carroll, et al. (1985), Wartick and Cochran (1985), Wood( 1991), Pikston 
and Carroll (1994), Lewin, Sakano, et al. (1995), Swanson (1995), Maignan (2001), Ruf, Muralidhar, et 
al. (2001), Maignan and Ferrell (2003), Angelidis and Ibrahim (2004), Goll and Rasheed (2004) 
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2.4.1 The Classical View of CSR 
Corporate Social Responsibility: The Western Pcrspcctivcs 
The most prominent defender of the classical creed regarding business's role in 
society is Milton Friedman. In Friedman's 1967 book Capitalism and Freedom as 
well as in his 1996 seminal contribution, The Social Responsibility of Business to 
Increase Its Profits, he argues that the view of having corporate officials to extend 
their social responsibilities that go beyond serving the interests of their stockholders is 
fundamentally a misconception of the character and nature of a free economy. In such 
an economy, "there is one and only one social responsibility of business - to use its 
resources and to engage in activities designed to increase its profit so long as it stays 
within the rules of the game, which is to say, engages in open and free competition 
without deception and fraud' (Friedman 1967). 
Here, Friedman emphasises the profit-maximisation paradigm of a firm while 
acknowledging the need for business to conform to basic rules of society as dictated 
by law and custom which he describes as the "rules of the game". In other words, 
Friedman recognises economic, legal and ethical responsibilities but opposes the idea 
of subscribing to the philanthropic or altruistic behaviour which, in his view, could 
jeopardise the business as well as threaten the shareholder's wealth. He states 
categorically that solving social problems is part of the role of government and social 
agencies, not the role of business. 
Indeed, Friedman's argument reflects the prevailing worldview of neoclassical 
economics which has long been entrenched in the notion of self-interested economic 
man. Friedman recognises that many supposedly socially responsible actions are 
really disguised forms of self-interest (Friedman 1967). Unless the activities which 
are regarded as `socially responsible', such as donations to the poor, contributions to 
schools, local charities and the like are compatible to the neoclassical view insofar as 
corporations receive indirect benefits from the activities, such activities are deemed 
unacceptable. In other words, according to Friedman, the corporations recognise 
`socially responsible' activities, if and only if, such activities can be used as an 
effective means for generating profit and not simply voluntarily philanthropic 
activities. 
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Milton Friedman believes his position is consistent with Adam Smith (1775/1937) 
who sees business people to be: "led by an invisible hand to promote an end which 
was no part of his intention. Nor is it always the worse for the society that it was no 
part of it. By pursuing his own interest, he frequently promotes that of the society 
more effectually than when he really intends to promote it. I have never known much 
good done by those who affected to trade for the public good. " (Friedman 1996) 
Hence, business and economic activities, in the classical view, are justified partly on 
the ground that they secure the well-being of society as a whole. The crux of this 
argument is the efficacy of Adam Smith's invisible hand in harmonising self- 
interested behaviour to secure an end that is not a part of anyone's intention. The 
argument also depends on the ability of the rest of society to create the conditions 
necessary for the invisible hand to operate and to deal with the problems of 
externalities, inequalities, and instability, without the aid of business corporations 
(Boatright 1993). For example, Adam Smith's invisible hand argument says that by 
giving the public a product it wants at a reasonable price, a business unconsciously 
transfers the profit motive into consumer welfare. If a company makes a profit, 
employees will benefit through higher wages, and the company will grow, enabling it 
to employ more people and contribute to the community in the form of taxes (Lantos 
2001). 
Furthermore, the classical view also stands not only on utilitarian considerations of 
well-being, but also on the property rights of shareholders. According to this view, for 
business to go beyond profit maximisation would not be in the shareholder's best 
interest and would constitute a breach of an implied contract with investors to 
maximise their profits and is, in effect, tantamount to stealing the stockholder's 
money (Friedman 1996). Spending money to pursue social ends is thus a form of 
taxation without any authority. Investors, according to the `taxation' argument, entrust 
their money to the managers of corporations in the expectation that it will be put to 
the most productive use, with the profits returned to the shareholders in the form of 
dividends (Boatright 1993). Moreover, to pursue social responsibility programmes is 
also like taxing the customers by raising the price or lowering the wages (price of 
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labour) of the workers. Thus corporations become government agencies or unelected 
civil servants with the power to tax some groups, which is not part of their proper 
economic role in the business system (Friedman 1996). Consequently, the use of 
organisational resources for the larger good, such as donating to charities, is 
detrimental to firms since it may decrease profitability or increase price or both 
(Pikston and Carroll 1996). 
Having mentioned this, the proponents of the CSR doctrine depart from the classical 
theory by essentially broadening the restrictive classical framework of a firm's social 
responsibility which will be discussed in the following sections in the light of various 
theories namely; the strategic/instrumental, the social contract, the legitimacy, and the 
stakeholder theories. These theories are commonly used to analyse and explain the 
nature and purpose of CSR as well as to provide answers to the question of `what' and 
`how' the concept of CSR came about. These theories are imperative to construe a 
(inn's duties in society as well as to justify the need for the firms in discharging and 
fulfilling their CSR. 
2.4.2 The Instrumental/ Strategic CSR Theory 
In an attempt to legitimise the role of corporations in society, especially with regards 
to the philanthropic nature of CSR, an instrumental theory has developed CSR as a 
strategic tool to achieve economic objectives. The proponents of the instrumental 
theory, also known as the strategic CSR theory18 do not totally negate the classical 
view, as the business may choose, for reasons of good image, public relations ploy, 
the firm's competitive advantage or other strategic interests, to support some social 
programmes (by being philanthropic) without jeopardising the interests of their 
primary stakeholders namely the shareholders (Quester and Thompson 2001; Husted 
2003)'"). Maintenance of a good corporate reputation through CSR initiatives may add 
18 Some of the prominent proponents of strategic CSR theory are Burke and Logsdon (1996); Quester 
and Thompson (2001); Windsor (2001); Lantos (2001 and 2002); Johnson (2003); Husted (2003); 
Greenfield (2004); Garriga and Mele (2004) and others. 
" According to Rusted (2003), in the 1990s, senior management among large publicly listed companies 
began to look at CSR as a means to enhance the competitive advantage of the firm, thereby ensuring 
value for stockholders. Thus, CSR not only has the ability to produce social benefits for the community, 
but also economic benefits for the firm. 
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to "r"eputational capital' (Fombrum, Gardberg et al. 2000), by which companies may 
be profitable in the long run since market forces provide financial incentives for 
perceived socially responsible behaviour20. 
Underpinning this argument is the resource-based view and `dynamic capabilities' 
perspective of the firm21. The view posits that a firm may perform better than its 
competitors by interplaying human, organisational and physical resources over time. 
Firms can enjoy a sustained competitive advantage if they possess resources that are 
valuable, rare, inimitable, and non-substitutable. This depends on dynamic 
capabilities of the organisation and its strategic routines, by which managers acquire 
resources, modify and integrate them to generate new value-creating strategies. 
According to this view social and ethical resources and capabilities are the best source 
of competitive advantage especially with the many new challenges and an 
increasingly competitive environment facing the firms. 
The strategic CSR also provides an opportunity to measure the benefits of CSR in a 
broader context than simple correlations between philanthropic contributions and 
profits (Burke and Logsdon 1996). Having said that, a number of studies show a 
positive correlation between the social responsibility and financial performance of 
corporations 22 . This correlation 
is explained by a number of factors like better 
resource competitiveness23, lower transaction costs24, increase in employees' quality, 
performance and motivation25, and customers' goodwill and loyalty26. 
20 A good theoretical and empirical discussion on the potential of CSR to generate long-term 
profitability can be found in Burke and Logsdon (1996), Lantos (2001), O'Brien (2001), Windsor 
(2001), Lantos (2002), Husted (2003), Johnson (2003), Garriga and Mele (2004), Greenfield (2004). 
221 Refer to Wernerfelt (1984), Barney (1986), (1991), Petrick and Quinn (2001), Garriga and Mele 
(2004). 
22 Refer to Cochran and Wood (1984), Waddock and Graves (1997), Key and Popkin (1998), Stanwick 
and Stanwick (1998), Hillman and Keim (2001), Ruf, Muralidhar, et al. (2001), Zairi and Peters (2002), 
Brinkman (2003), Johnson (2003), Goll and Rasheed (2004). 
23 Some of the authors go further to argue that investing in philanthropic activities may be the only way 
to improve the context of competitive advantage of a firm and usually creates greater social value than 
individual donors or governments can. One of the reasons given is that the firm has the knowledge and 
resources for a better understanding of how to solve problems to its mission. See in Porter and Kramer 
(2002). See also Cochran and Wood (1984), Waddock and Graves (1997), Husted and Allen (2000), 
Ruf, Muralidhar, et al. (2001), Porter and Kramer (2002). 
24 Refer to Jones (1995), Ruf, Muralidhar, et al. (2001). 
25 Refer to Tsui, Pearce, et al. (1997), Turban and Greening (1997), Maignan, Tomas, et at. (1999), 
Luce, Barber, et al. (2001), Brinkman (2003). 
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Graves and Waddock (1994), on the other hand, suggest that long-term investors may 
exhibit a preference for firms with good social performance because of its potentially 
favourable impact upon long-run risk and return. However, as proclaimed by Garriga 
and Mele (2004), the findings have to be read with caution since such correlation is 
difficult to measure. The difficulties stem from the problem of conceptualising and 
measuring CSR to other methodological issues such as stakeholder mismatching 
which may also result in ambiguous findings and interpretations (Graves and 
Waddock 1994; Waddock and Graves 1997; Griffin 2000; Goll and Rasheed 2004) 27. 
2.4.3 The Social Contract Theory 
The philosophical foundation constructing the doctrine of CSR is built upon the 
theoretical construct of the social contract theory 2ß. The central idea of the social 
contract theory is how to relate a corporation to society. It is concerned with a firm's 
indirect societal obligations and resembles the "social contract" between citizens and 
government which was traditionally discussed by the western philosophers who 
identified the reciprocal obligations between citizen and state (Steidlmeier 1992). 
Shocker and Sethi (1973) provide a good overview of the concept of social contract: 
"Any social institution - and business is no exception - operates in society via 
a social contract, expressed or implied, whereby its survival and growth are 
based on: (1) the delivery of some socially desirable ends to society in general; 
and (2) the distribution of economics, social, or political benefits to groups 
from which it derives its power. " (Shocker and Sethi 1973) 
According to this view, business and society are equal partners, each enjoying a set of 
rights and reciprocal responsibilities. In other words, there is a direct and indirect 
26 See in McGuire, Sundgren, et al. (1988), Maignan, Tomas, et al. (1999), Brinkman (2003). 
27 These problems and difficulties also contribute to the mixed results in examining the link between 
CSR and financial performance. Some studies report a negative relationship (for example in Aurpele, 
Carroll, et al. (1985)) or no relationships between the two (for example in Ullmann (1985)). 
28 The idea of social contract evolved around the central issue of reconciling the freedom of individual 
with life in society. The theory tries to explain the reasons for relating individuals to society, based on 
the assumption that every individual is rational in the sense that they will act according to their self- 
interest. Thus the basic question is how to reconcile the rational self-interested men with the society. In 
solving such a basic question, the social contract theory gives rise to many other principles such as 
principles of majority rule, justice and democratic rights. Refer Steidlmeier (1992) for details. 
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mutual need between business corporations and society. While society requires 
continuous support from companies in terms of resources and sales, they might also 
expect companies to operate in a socially responsible manner since the latter control a 
tremendous amount of economic and productive resources such as technology, 
finances and labour power that inadvertently affect the society in which they operate. 
This view, therefore, asserts that corporations that do not use power in a manner 
which society considers responsible will tend to lose it. 
Boatright (1993) distinguishes the social obligation of corporations as the so called 
`negative in junctions' and `affirmative duties'. `Affirmative duties' implies that a 
corporation has to proactively act in society such as taking on specific tasks, like 
cleaning up the environment or helping the local charities voluntarily. On the other 
hand negative injunctions require firms to take precautionary steps in preventing harm 
from happening and making necessary provisions to correct any damage resulting 
from their own activities. This is a minimum moral level of conduct expected by the 
society for the corporations to behave (Boatright 1993)29. 
As a theoretical construct, the terms (also referred to as `clauses') of the social 
contract are rather ambiguous (Deegan 2002). Different managers will have different 
perceptions about the various possible `terms' in the contract. Tomer (1994) 
reinforces that a society's preferences and social values might change over time and 
this inevitably necessitates alterations to the `contract', especially redefining and 
renegotiating the `terms' of the social contract30. Offering some assistance, Gray et al. 
(1996) suggest that legal requirements provide explicit terms of the contract, while 
other non-legislated social expectations embody implicit terms of the contract31. 
However, ambiguity of the implicit terms of the `contract' remains and, hence, 
business operators' perception is expected to vary greatly. This somehow implies that 
29 For some proponent of classical view (as discussed in the preceding section), the minimum level of 
conduct is what the law requires (Friedman 1996). However, laws have certain shortcomings to ensure 
responsible behaviour; they are limited in scope (which cannot covers every possible contingency); 
merely provide a floor or moral minimum for business conduct. Thus one of the reasons advanced for 
corporations to exercise greater social responsibility is to adhere to a standard of conduct higher than 
the legal minimum as perceived by the society (see Boatright (1993)). 
30 See Tomer (1994). 
31 See Gray, Owen, et al. (1996). 
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the nature of social contract itself is relative and transitional. Since the legitimacy of 
corporations rest upon the societal perception, corporations inevitably need to alter 
their behaviour according to how society expects them to behave (Sethi 1979; 
Boatright 1993; Humber 2002). 
In short, companies opting for the social contracts view would describe their 
involvement in CSR e. g. supporting local communities' programmes, as part of 
discharging their social responsibility in line with the society's expectation; however, 
it might not portray a total picture of their involvement. One of the commercial 
benefits that was identified by engaging in the socially responsible activities is the 
enhanced reputation (as propagated in strategic CSR theory) which also links with the 
gaining and securing of a `licence to operate'. A `licence to operate' 32 reflects the 
need for legitimacy in that society which `confers' upon the organisation the state of 
legitimacy (Suchman 1995). Hence, the idea of `legitimacy' can be directly related to 
the concept of a `social contract'. The following section discusses the legitimacy 
theory in order to better understand the concept of social responsibility. 
2.4.4 The Legitimacy Theory 
The legitimacy theory states that CSR is a response to various environmental 
pressures involving social, political and economic forces. According to this theory, for 
companies to continue to survive and grow, they need to perform well and undertake 
various socially responsible actions, including distribution of economic, social or 
political benefits to the groups from whom they derive their power. The goal of CSR 
is to co-opt, neutralize, or win over problematic actors in the political environment 
and to preserve corporate autonomy by establishing private initiatives as an 
alternative to the interference of government. Therefore, firms may practise 
philanthropy to gain and hold power and legitimacy. 33 
32 The notion "licence to operate" is synonymous with the concept of legitimacy of business operation 
in a society. The notion has been widely used by the academic writers in their writings on business 
ethics and legitimacy issues concerning society's recognition of business organisations' activities and 
operations. See for examples Davies (1997), Wilson (1997). 
33 See in Shocker and Sethi (1973), Tourer (1994), Suchman (1995), Davies (1997), Sanchez (2000), 
Deegan (2002), Deegan, Rankin, et al. (2002), Milne and Patten (2002). Also refer toNeiheisel (1994). 
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The proponents of legitimacy theory also assert that organisations need to look for a 
balance between their actions and perception by society. The perceptions of society 
towards an organisation are crucial, so much so that the survival of the firm may be 
jeopardised if it is perceived as breaching its `social contract' as discussed above. In 
the event that society is not satisfied with the business fire due to any illegitimate or 
unacceptable business practice, society will effectively revoke the organisation's 
`contract' in order to end its operations. This might be evidenced through, for 
example, consumers reducing or eliminating the demand for the products of the 
business, factor suppliers eliminating the supply of labour and financial capital to the 
business, or constituents lobbying government for increased taxes, fines or laws to 
prohibit those actions which do not conform to the expectations of the community. 
Sethi (1975) and Boatright (1993) argue that the doctrine of CSR is a relative concept: 
"What is only a vague ideal at one point in time or in one culture may be definite 
legal requirement at another point in time or across cultures". Since legitimacy 
means the extent to which the corporate activities meet the expectations of the 
members of society, it becomes an important criterion that permits comparisons 
regarding corporate activities at different point in time or across cultures. Legitimacy 
is also considered to be a manipulatable resource on which an organisation is 
dependent for survival. 
Deegan (2002) and Pfeffer and Salancik (1978) elaborate the nature of this resource 
and the strategies to ensure their constant supply. Such strategies may include targeted 
disclosures and controlling or collaborating with other parties who are themselves 
considered to be legitimate. The legitimacy framework has been widely adopted by 
researchers and writers in the corporate social reporting research, particularly in their 
observations on whether the organisations use certain social disclosures to legitimise 
34 their existence within society. Since the legitimacy theory is based upon the notion 
" The corporate social and environmental reporting (CSER) is one of the most promising and emerging 
areas within the corporate social responsibility (CSR) studies. This increase in attention can be demonstrated by the number of academic researchers entering the area, and by the increased focus being applied by government, professional accounting bodies, industry bodies, and corporations to 
various related issues. For a good summary on the growth in CSER refer to Ince (1998), Deegan (2002), Gray (2002). 
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that business operates in society via a `social contract' by which it agrees to perform 
various socially desired actions in return for approval of its objectives, it is therefore 
argued that the organisation needs to disclose sufficient social information. This 
information is imperative for society to access whether it is a good corporate citizen 
or otherwise. In legitimising its social responsibility actions via disclosure such as 
disclosure in their annual reports, the corporation hopes to justify its continued 
existence35 
2.4.5 The Stakeholder Theory 
A different approach to the problem of construing CSR is provided by the stakeholder 
theory36, by broadening the scope of classical theory. Generally the proponents of this 
view posit that paying attention to the interests, needs and rights of multiple 
stakeholders of a business is a useful way of inculcating socially responsible 
behaviour among corporations 37 . Freeman (1984) distinguishes between primary 
stakeholders (owners, management, local community, customers, employees and 
suppliers), those whose continuing participation is necessary for the survival of the 
corporation, and secondary stakeholders (the government and communities that 
provide infrastructure and markets, trade unions and environmentalists), who are not 
essential to the survival of the corporation although their actions can significantly 
damage (or benefit) for the corporation. 
Based on this premise, literature on the stakeholder theory can be divided into three 
categories: descriptive, instrumental and normative. The descriptive approach to 
stakeholder theory describes and explains actual corporate behaviours and 
35 For detailed studies on CSR that adopt the legitimacy framework, refer to Guthrie and Parker (1990), 
Patten (1992), Deegan and Gordon (1996), Deegan, Rankin, et al. (2002), Milne and Patten (2002), 
O'Donavan (2002), O'Dwyer (2002), Ahmad and Sulaiman (2003). 
36 Donaldson (1992) traces the usage of term `stakeholder' to the writings of Robert K. Merton in 
1950s and has enjoyed a vogue in recent years. The Stanford Research Institute, in 1963 (as quoted in Kitson and Campbell (1996) defined the stakeholder concept as including those groups without whose 
support an organisation would cease to exist. Its list of stakeholders originally included shareowners, 
employees, customers, suppliers, lenders, and society. It was argued that unless business executives 
understood the needs and concerns of these stakeholder groups, they would be unable to secure the 
support necessary for the continued survival of the firm. Freeman (1984) widens the definition to "any 
'coup or individual who can (Jfect or is affected by the achievement of the organisation's objectives. " Refer to Goodpaster (2001), Greenwood (2001), (2001), Ruf, Muralidhar, et al. (2001), Dawkins and Lewis (2003), Maignan and Ferrell (2004). 
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characteristics with respect to its stakeholder relationships. The proponents of this 
strand posit that the nature of an organisation's stakeholders, their values, their 
relative influence on decisions and the nature of the situations are all relevant in order 
to predict organisational behaviour. Furthermore this view asserts that managers 
behave as if stakeholders mattered because of the intrinsic justice of their claims on 
the firm38. 
The instrumental view focuses primarily on the impact that the stakeholder may have 
in terms of corporate effectiveness. It posits that adherence to stakeholder 
management principles may result in positive outcomes on the achievement of various 
corporate performance goals. According to this view, the performance of the firms 
encompasses more than financial performance alone. It ultimately depends on the 
abiltity of firm to manage the interests and expectations of various stakeholders 
effectively and effieciently39. Jones (1995), Murray and Vogel (1997) and Ruf, 
Muralidhar et al. (2001) assert that if firms contract with their stakeholders on the 
basis of mutual trust and cooperation, they will have a competitive advantage over 
firms that do not. Numerous empirical studies have been conducted to analyse the 
correlation between the stakeholder approach and corporate performance employing 
conventional measures of corporate performance and a broader measure such as 
corporate social performance 40 
A different approach in justifying and illuminating stakeholder theory is provided by 
the normative strand. Rather than collecting data and using scientific methods to test 
hypotheses, this group focuses on normative issues41. This view proposes narrative 
accounts of moral behaviour and philosophical guidelines for the operation and 
management of corporation in a stakeholder context. In other words, the studies 
attempt to explain what the firm `ought to do' both in terms of the ends it pursues and 
38 For a detailed discussion on descriptive stakeholder theory, refer to Brenner and Cochran (1991), 
Jones (1994), Jones and Wicks (1999), Delmas and Toffel (2004). "Refer to Cochran and Wood (1984), Cornell and Shapiro (1987), Barton, Hill, et al. (1989), Kotter 
and Heskett (1992), Berman, Wicks, et al. (1999). 
40 See in Carroll (1979), Wartick and Cochran (1985), Wood (1991). 41 Refer to Freeman (1984), Bowie (1991), Boatright (1993), Freeman (1994), Wicks, Gilbert, et al. (1994), Donaldson and Preston (1995), Jones (1995), Swanson (1995), Key and Popkin (1998), 
Donaldson (1999), Jones and Wicks (1999). 
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the means it utilises, as well as why these `ought to's' are appropriate. Recognising 
the existence of different stakeholders, this view obligates corporations to take the 
interests of all the groups into account. Hence, morally significant values are essential 
to effective management decisions. For example, if consumers have a right to 
products that are unlikely to cause serious injury, then corporations are obligated to 
take into account this group in making decisions about product design. Similarly if 
employees have a right to a safe and healthy workplace, the corporations need to 
consider this stakeholder group in making decisions about work routine and 
workplace conditions. 
They also contend that the ethical management of stakeholder relations makes good 
business sense; the long-term interests of stakeholders and shareholders are 
compatible. An organisation that acts ethically and morally will be trusted by its 
stakeholders, and is therefore expected to establish cooperative relations easily. These 
conditions of mutual trust and cooperation between an organisation and its various 
stakeholders are deemed to reduce contracting costs, resulting in more efficient 
transactions, hence granting the corporation with competitive advantage over firms 
that do not adhere to the stakeholder principles42. 
Argandona (1998) criticises this stakeholder doctrine which he perceives as lacking 
concrete theoretical foundation. According to him, the stakeholder theory has no solid 
basis in traditional ethical theories making any formulation of the corporation's rights 
and duties towards its internal and external stakeholders somewhat arbitrary. This 
may be true, as different writers use different moral and ethical theories to construe 
normative stakeholder theory. Among the recent normative stakeholder discourse are, 
Gibson (2000); Burton and Dunn (1996); Argandona (1998); Phillips (1997) and 
Calton and Kurland (1996), each using different moral frameworks. Table 2.1 
provides a summary of selected arguments on the moral approach to stakeholder 
theory. 
42 For a detailed discussion of the arguments on how ethical management of stakeholder relations can 
actually reduce transaction costs and other agency problems, and eventually enhance competitiveness, 
refer to Preston and Sapieza (1990), Hill and Jones (1992), Boatright (1993), Jones (1995), Key and Popkin (1998), Ruf, Muralidhar, et al. (2001). 
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Table 2.1: Summary of Theoretical Moral Grounding of Stakeholder Approaches43 
Writers Summary of Argument 
Gibson (2000) Uses deontological theory (originally constructed by Immanuel Kant, 
1785) who believed that individuals had equal moral worth in that they 
were capable of independently deciding what is right and wrong and 
acting accordingly. 
Argandona (1998) Uses the theory of common good as a solid basis of the stakeholder 
theory. The theory of common good provides the means for 
determining the rights and duties of the participants in accordance 
with the common good of the company, its stakeholders and the 
society as a whole. 
Phillips (1997) Uses the principle of fairness to cater for problems of ethical stake 
holding. 
Burton and Dunn (1996) Uses feminist ethics to provide moral grounding to the stakeholder 
theory. Decision making within the framework emphasising on 
safeguarding the most vulnerable stakeholders from being harmed 
and those whom the organisation maintains the closest relations. 
Calton and Kurland (1996) Based on 'affirmative post-modern epistemology', which advocates 
enabling participation and giving 'voice' to stakeholders. More 
specifically, responsibility is shared by all parties and all parties are to 
seek win-win solutions to conflict situations. 
Evan and Freeman (1988) Uses a Kantian posture as the basis for the moral principles in forming 
the normative formation for a stakeholder oriented management. 
Despite the many attempts to justify the stakeholder theory, it remains open to 
criticism for its inherent problems relating to justification, conceptual clarity and 
possible inconsistency. Goodpaster (2001) and Humber (2002) argue that corporations 
have to be allowed to construe their duties to stakeholders along virtually any line 
they wish44. This line of argument can be traced to the philosophical study of morality 
based on ethical relativism which promotes the individual as the only source of moral 
judgement while denying any objective or absolute moral values that are common to 
all people and times. The ethical relativism further argues that all moral values are 
largely determined by circumstances or social environment. Hence, there can be no 
absolute goodness or absolute evil in a relativist society (Ahmad 2003)45. Having said 
43 For detailed discussion, refer to Evan and Freeman (1988), Burton and Dunn (1996), Calton and 
Kurland (1996), Phillips (1997), Argandona (1998), Gibson (2000). 
44 According to Goodpaster (2001), the paradox is the result of contradictory duties of the managers to 
various stakeholders that can result in "business without ethics" if the shareholders' interests are given 
priority, and "ethics without business" if other stakeholders' interests are served at the expense of 
profits. He further argues that the use of the stakeholder analysis does not necessarily imply ethical 
behaviour. In contrast, he contends that stakeholders' approaches are neutral so that their ethical 
applications are contingent on the managers' behaviour. See detailed discussion in Goodpaster (2001), 
Humber (2002). Again this argument is in line with the Friedman and other classical theoreticians. 45 According to Ahmad (2003), the proponents of ethical relativism often use cultural variability to 
support their theory and argue that culture usually defines morality. Ahmad further cites an interesting 
quotation made by the renowned American psychologist, B. F. Skinner who stated: 
"What a given group of people calls good is a fact; it is what members of the group find 
reinforcing its the result of their genetic endowment and the natural and social contingencies 
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that, normative stakeholder theory remains as an important and commonly used 
framework especially for study that integrates business ethics and CSR46 More 
importantly the stakeholder approach grounded in ethical theories presents a different 
perspective on CSR, in which ethics is central. 
2.5 THE PURPOSE OF STAKEHOLDER ANALYSIS OF CSR 
The underlying purpose of a stakeholder analysis of CSR is twofold: First, to 
understand the expectations of diverse stakeholder groups with respect to CSR. As 
discussed above, the firm's relations with all key stakeholder groups should be of 
primary concern to the management. To identify which social problems, needs, and 
interests or demand that a firm needs to address is essential for continued goodwill 
and support of the firm by relevant stakeholder groups. This in turn, provides a signal 
to the firm on whether their CSR practices may potentially be a useful marketing 
instrument to the organisation and to avoid stakeholder sanctions. Secondly, 
stakeholder analysis can also provide ongoing evaluations of the CSR programmes' 
effectiveness 47. Continuous evaluation is imperative to avoid problems such as 
programmes failing to serve the strategic interests of the firm or lacking in relevance, 
largely because they fail to address the actual needs, interests and problems of the 
various stakeholders. This enables corporate planners and managers to plan and 
monitor its CSR programmes so as to be in congruence with the strategic interest of 
the firm. Hence, studies on stakeholders' perceptions and reactions to CSR would 
help assess the business benefits and costs associated with respectively, responsible 
and irresponsible corporate behaviours. 
to which they have been exposed. Each culture has its own set of goods, and what is good in 
one culture may not be good in another. To recognise this is to take the position of "cultural 
relativism ". What is good for the Trobriand Islander is good for Tobriand Islander and that is 
that. " See in Ahmad (2003). 
See for example Garriga and Mele (2004), Swanson (1995), Key and Popkin (1998); Argandona 
(1998), Maignan and Ferrell (2004), and others. 
" Many empirical studies adopt stakeholder approach in examining the effectiveness of CSR to 
companies' performance. Refer to Cochran and Wood (1984), Aurpele, Carroll, et al. (1985), Ullmann 
(1985), McGuire, Sundgren, et al. (1988), Graves and Waddock (1994), Burke and Logsdon (1996), Turban and Greening (1997), Waddock and Graves (1997), Key and Popkin (1998), Stanwick and Stanwick (1998), Husted and Allen (2000), Hillman and Keim (2001), O'Brien (2001), Ruf, Muralidhar, 
et al. (2001), Porter and Kramer (2002), Sjovall (2002), Zairi and Peters (2002), Brinkman (2003), 
Johnson (2003), Snider, Hill, et al. (2003), Cox, Brammer, et al. (2004), Goll and Rasheed (2004). 
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2.5.1 Stakeholders' Perceptions of CSR 
Much past research, particularly in marketing and managerial studies, suggests that 
perceptions of CSR may generate increased resources from stakeholders. Indeed 
positive perception towards CSR is considered an important determinant of corporate 
effectiveness 48. In particular, companies may reap long-term benefits of brand 
enhancement, differentiation, goodwill, increased worker motivation, quality 
workforce retention and higher profitability by committing themselves to CSR 
practices49. Some studies have even established a positive relationship between a 
company's CSR actions and customer loyalty50. Other studies have demonstrated that 
consumers are willing to patronise companies committed to CSR-related activities and 
initiatives, such as good ethical behaviours, environmental friendly practices, 
philanthropic contributions, community commitment and employees' good and 
favourable treatments51 
Creyer and Ross (1997) conducted a survey on parents of elementary school children 
to measure responses to the ethical and unethical behaviour of firms. They found that 
their respondents expected companies to conduct business ethically and see this as an 
important issue. Furthermore, the respondents stated that they would have paid higher 
prices for an ethical company's products. Brown and Dacin (1997) further reiterate 
that negative CSR associations can have a detrimental effect on overall product 
evaluation, whereas positive CSR associations can enhance product evaluations. This 
is particularly true since there is evidence from other empirical studies that some 
consumers are even ready to sanction socially irresponsible companies, for example, 
boycotting their products and services or switching to other companies that are 
45Corporate effectiveness is defined as increasing in profitability, a focus on long-term success of the 
firm and less preoccupation with short-term success. (see in Singhapakdi, Kraft, et at. (1995), 
Singhapakdi, Vitell, et al. (1996)). Singapakdi, Kraft et at (1995) developed a scale of measuring 
managers' perceptions on the importance of ethics and social responsibility in organisational 
effectiveness. Among the items from that scale relating to specific aspects of organisational 
effectiveness are output quality, efficiency, profitability, communication, long-term survival, 
competitiveness and stakeholder satisfaction. 
°`' Refer to Murray and Vogel (1997), Turban and Greening (1997), Greening and Turban (2000), CSR Europe (2001), Lantos (2001), O'Brien (2001), Lantos (2002), Davies (2003), Maignan and Ferrell (2004), Peterson (2004) 
50 Refer to Maignan, Tomas, et al. (1999). 51 Refer to Brown and Dacin (1997), Crcyer and Ross (1997), Ellen, Mohr, et al. (2000), Mason (2000), Dawkins and Lewis (2003), Dean (2004). 
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regarded as more socially responsible52. Mason (2000) found that 44 percent of the 
British public had boycotted a product for ethical reasons in the last 12 months in 
2000. In a national telephone study, Smith and Alcorn (1991) found that almost half 
of their respondents (46%) reported that they were likely to switch brands to support 
companies that made donations to non-profit organisations and nearly a third (30%) 
stated that they sometimes bought products simply because the manufacturers 
supported charitable causes. 
Furthermore, studies have also demonstrated positive attitudes and perceptions among 
CEOs and managers of companies towards CSR constructs and practices53. Murray 
and Vogel (1997) assert that managers are more willing to deal with a company after 
exposure to information about its CSR efforts. Another survey conducted by Tencati, 
Perrini et al. (2004) using a sample of 91 top managers of Italian corporations, found 
that a majority of the interviewees (84%) declared that they were actively 
participating in the area of CSR. Based on a survey of managers' attitudes in both 
business and non-business sectors in Hungary, Fulop, Hisrich et al. (2000) further 
reiterate the need for education regarding social responsibility among the business 
community so as to promote continuous implementation of CSR rather than just 
indicating a positive attitude and awareness (Fulop, Hisrich et al. 2000). Similarly 
some studies also show that corporate social performance may attract a quality 
workforce as well as provide a firm with competitive advantage (Turban and 
Greening 1997; Greening and Turban 2000; Luce 2001). 
In contrast to the evidence that emerged from many studies showing the positive link 
between CSR and consumer purchase behaviour, Carrigan and Attala (2001) and 
Boulstdrige and Carrigan (2000) found in their study that consumers showed a 
distinct lack of social responsibility awareness when it came to purchasing goods or 
services. The reasons attributed to such- findings include the lack of adequate 
52 Refer to Garrett (1987), Smith and Alcorn (1991), Mason (2000), Mohr, Webb, et al. (2001), Sen, 
Gurhan-Canli, et al. (2001) 
53 Refer to Gupta and Sulaiman (1996), Robertson and Nicholson (1996), Murray and Vogel (1997), 
Fulop, Hisrich, et al. (2000), Quazi and O'Brien (2000), CSR Europe (2001), Singhapakdi and Karande (2001), Ahmad and Rahim (2002), Dawkins and Lewis (2003), Cordano, Frieze, et al. (2004), Tencati, Perrini, et al. (2004). 
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information to make social and ethical purchasing decisions, no pressure for 
companies to become "actively ethical or socially responsible", lack of personal 
impact (Carrigan and Attala 2001) and a gap between attitude and behaviour, i. e. 
consumer thoughts and deeds vary considerably (Boulstridge and Carrigan 2000). 
Their assertion confirms the earlier study in 1999 by Folkes and Kamins (1999) who 
found that although consumers had socially responsible attitudes, only 20 percent had 
actually acted upon these views and purchased something in the last year because the 
product was associated with a good cause (Falkes and Kamins 1999). 
Apparently, previous research on stakeholders' perceptions is mainly in more 
developed economies like the Western countries. Similar research investigating 
stakeholders' perceptions and attitudes towards CSR in an emerging economy, 
especially Malaysia, remains scarce. There is only a little researches that attempts to 
study attitudes and perceptions of stakeholders towards CSR. Ahmad and Rahim 
(2002), for example, although limited in scope as it is based on a sample of only 29 
corporate managers in Malaysia, indicated that managers were aware of CSR and 
were willing to positively contribute towards its realisation. 
In a comparative analysis of CSR awareness between Malaysian and Singaporean 
companies, using a total of 102 responses (38 Malaysian; 64 Singaporean) Ramasamy 
and Ting (2004) found that employees in both countries tended to have a low level of 
CSR awareness. Their findings partly reflect the infancy of the CSR sector in 
developing countries, particularly in Malaysia. Nevertheless, the low level of CSR 
awareness in Malaysia may improve, as there is evidence of increased senior-level 
CSR awareness and positive attitudes toward CSR over the past decade (Rashid and 
Ibrahim 2002)5. The results of these studies, however, should be treated with caution 
especially with regards to the limited number of sample responses used in the 
respective studies. 
54 For details of the studies, refer to Ahmad and Rahim (2002), Rashid and Ibrahim (2002), Ramasamy 
and Ting (2004) 
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2.5.2 The Coverage of Stakeholders in CSR Empirical Studies 
Overall, past research investigating various stakeholders' perceptions and attitudes 
toward CSR issues remains embryonic. In particular, investigations have been limited 
in terms of stakeholder categories considered. Previous studies on perceptions of CSR 
issues have largely elicited information from specific stakeholder groups such as 
managers, employees, consumers, investors and other stakeholders. Some studies 
even use students as proxies for consumers or the so called `prospective employees' 
in the sample for understanding the perceptions and attitudes of stakeholders towards 
various CSR related constructs55. Table 2.2 provides a summary of the stakeholder 
coverage, findings and research methodology instrument used in the literature to date 
on the perceptions of CSR from diverse stakeholder groups. 
ss See, for example, Kraft and Singhapakdi (1991), Singhapakdi, Vitell, et al. (1996), Brown and Dacin 
(1997), Turban and Greening (1997), Ellen, Mohr, et at. (2000), Greening and Turban (2000), Sen and 
Bhatacharya (2001), Adkins and Radtke (2004), Angelidis and Ibrahim (2004), Elias (2004), 
Vuontisjarvi (2004) 
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Table 2.2: Studies of Perceptions of CSR from Multiple Stakeholder Groups 
Literature Stakeholder Method 
A B C D E F G 
Adkins and Radtke 2004 + + Questionnaire 
Angelidis and Ibrahim 2004 + Questionnaire 
Cordano, Frieze et al. 2004 + + Questionnaire 
Dean 2004 + + Questionnaire 
Elias 2004 + Questionnaire 
McLachlan and Gardner 2004 + Questionnaire 
Peterson 2004 + Questionnaire 
Ramasamy and Ting 2004 + Questionnaire 
Simpson, Taylor et al. 2004 - Multi le` 
Tencati, Perrini et al. 2004 + Questionnaire 
Vuontis'arvi 2004 + Multiple 
Maignan and Ferrell 2003 + Questionnaire 
Dawkins and Lewis 2003 + + + + + Questionnaire 
Al-Khater and Naser 2003 + + Questionnaire 
Rashid and Ibrahim 2002 + Questionnaire 
Ahmad and Rahim 2002 + Questionnaire 
CSR Europe 2002 + Questionnaire 
Sin ha akdi and Karande 2001 + + Questionnaire 
Carrigan and Attalla 2001 - Interviews 
Mohr, Webb et al. 2001 + Interviews 
Sen and Bhattacharya 2001 + Questionnaire 
Maignan 2001 + Questionnaire 
CSR Europe 2001 + Questionnaire 
Boultstrid a and Carrigan 2000 - Interviews 
Fulop, Hisrich et al. 2000 + Questionnaire 
Greening and Turban 2000 + + Secondary Data 
Ellen, Mohr et al. 2000 + + Experimental 
CSR Europe 2000 + Questionnaire 
Quazi and O'Brien 2000 + Questionnaire 
Falkes and Kamins 1999 - Questionnaire 
Henriques and Sodorsky 1999 + Questionnaire 
Maignan, Ferrell et al. 1999 + + Questionnaire 
Weaver, Trevino et al. 1999 + Questionnaire 
Al-Kazemi and Zajac 1999 + Questionnaire 
Ahmed, Montano et al. 1998 + Questionnaire 
Murray and Vogel 1997 + Questionnaire 
Turban and Greening 1997 + + Questionnaire 
Tsui, Pearce et al. 1997 + Questionnaire 
Ibrahim, Angelidis et al. 1997 + Questionnaire 
Cre er and Ross 1997 + Questionnaire 
Brown and Dacin 1997 + + Questionnaire 
Sin ha akdi, Vitell et al. 1996 + Questionnaire 
Robertson and Nigel 1996 + Questionnaire 
Gupta and Sulaiman 1996 + Questionnaire 
Ibrahim and An elidis 1993 - + Questionnaire 
Kraft and Sin ha akdi 1991 + Questionnaire 
Smith and Alcorn 1991 + Questionnaire 
Notes: + indicates a positive and significant result, ± indicates an equivocal result, - indicates negative or no 
significant result. 
A: Managers C: Consumers E: Students G: Others 
B: Employees D: Investors F: Academicians 
Other stakeholders include government regulators, auditors, politicians, environmentalists, 
NGOs etc. 
The thesis employed postal questionnaire, interviews and content analyses as the major 
research methodology instruments. 
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Despite the extensiveness of empirical research on CSR perceptions from diverse 
stakeholder groups, past findings are hardly comparable. The reasons are threefold: 
First, as mentioned earlier and evidenced in Table 2.6, investigations on stakeholders' 
reactions either to socially responsible or irresponsible business practices have been 
limited in terms of the stakeholder categories considered. The use of different 
stakeholder groups as samples in different studies further accentuates the difficulties 
in comparing the results from the previous studies. 
Secondly, many of the prior studies tend to investigate on a limited dimension or 
specialised facets of the broad construct of CSR. For example, in demonstrating a 
positive relationship between stakeholders' preference for a company's social 
responsibility commitments, some focus more specifically on company ethics (Creyer 
and Ross 1997; Al-Kazemi and Zajac 1999; Weaver, Trevino et al. 1999; Boulstridge 
and Carrigan 2000; Carrigan and Attala 2001; Adkins and Radtke 2004), 
environmental practice (Ahmed, Montagno et al. 1998; Henriques and Sadorsky 1999; 
Rondinelli and Berry 2000; Cordano, Frieze et al. 2004; Simpson, Taylor et al. 2004), 
human resource management (Vuontisjarvi 2004), or merely on charitable donations 
(Smith and Alcorn 1991; Ellen, Mohr et al. 2000; Dean 2004). How stakeholders 
might perceive a single firm carrying out multiple social responsibility actions at the 
same time (on the same or different dimensions) remains unclear. 
Thirdly, one must also recognise that the differing responses may very well be due to 
heterogeneity in questionnaire design and methodology. In designing the 
questionnaires, many studies have adopted different measurements to suit their 
objectives. Notwithstanding, with the inherent problems mentioned, past empirical 
studies, to a certain extent, provide some interesting insights into the practice of CSR 
serving as potential tools for long-term achievements and success for companies of all 
sizes, across industries and economies. 
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2.6 SUMMARY AND CONCLUSION 
This chapter has discussed the issue of CSR from the Western perspectives by 
synthesising and reviewing some fundamental aspects relating to its definitions, 
dimensions, factors driving its emergence as well as the major theories underpinning 
the constructs of CSR. As the discussion demonstrates, there is much overlapping 
between the theories used to explain CSR; hence, to treat any of the theories as 
discrete would be rather naive. These integrated theories, thereby serve as main 
justifications for CSR practices in the West. In sum, firms engage in CSR to secure 
their `license to operate' (legitimacy), whereby the firms are required to meet the 
interest and demand of the multiple stakeholder groups and honour both the explicit 
and implicit contracts with various constituents. As a result of honouring contracts, a 
company develops a reputation which in turn secures a competitive advantage in the 
market and ultimately gains long-term profitability and viability of the firm. As the 
major aims of the present study are to explore the CSR issues from the multiple 
stakeholders' perspectives, the chapter also reviews the literature to date regarding the 
empirical studies using the stakeholder approach on various constructs of CSR. 
Overall, past research investigating various stakeholders' perceptions and attitudes 
towards CSR issues remains embryonic, mainly due to the limited number of 
stakeholder categories considered and dimensions of CSR investigated. 
38 
Chapter 3 
Corporate Social Responsibility: The Islamic 
Perspectives 
3.1 INTRODUCTION 
This chapter discusses various theories underpinning the construct of Corporate Social 
Responsibility (CSR) in light of Shari'ah (the Islamic law), its underlying philosophy 
and principles (called the Objectives of Shari'ah or Magäsid al-Shari'ah) and their 
relevance to business and society. It highlights the salient features of the Islamic 
holistic approach within the framework of an Islamic worldview that also governs the 
relationship between business and society. A major focus is on the God-consciousness 
(lagtiva) paradigm, the principle of protection of public interest (maslahah) and the 
principle of harm prevention (daf al-darar). Within this framework, the Islamic 
perspective on normative stakeholder theory is analysed, which is a primary 
theoretical basis for this research. 
3.2 THE HOLISTIC PERSPECTIVE OF SOCIAL RESPONSIBILITY 
Many scholars, including Steildmeier (1992), Wilson (1997) and Chapra (2000a) 
assert that consideration of religious and ethical issues provide a better philosophical 
framework for understanding socio-economic phenomena and institutions. This is 
certainly true in case of CSR that is based on social, economic and ethical 
arguments 56 
However, most of the theories underpinning the construct of CSR in the West, as 
discussed in Chapter 2, confine themselves to physical reality and human rational 
argument. These theoretical constructs have their roots in the Western secularist 
worldview that is based on rational enquiry and philosophical argument (Al-Attas 
1993; Hasan 2002; Lutz 2002). Consequently, the Western worldview is flexible and 
everchanging, as it is rooted in empirical observation and theoretical constructs based 
56 See in Steidlmeier (1992), Wilson (1997), Chapra (2000a). 
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on it. Following this approach, the Western view on CSR is in general more aligned 
with the materialistic philosophy than ethical concerns. 
For example, according to the theories of CSR based on the social contract, the `social 
contract' between businesses and society needs renegotiating as society's preferences 
change (Donaldson and Dunfee 1994; Tomer 1994). This confirms the relative and 
transitional nature of CSR in the business sense. Since legitimacy of corporations 
rests upon the public's perception alone, the corporations inevitable need to alter their 
behaviour according to how society expects them to behave (Sethi 1979; Boatright 
1993; Humber 2002). According to Davies (2003), some companies even argue that 
they should `respect' local values even if this means, a greater tolerance of low 
standards and corruption. Thus, science and philosophical arguments which are 
perceptible by human senses and rational faculty cannot really describe, analyse or 
even predict human behaviour accurately since human beings do not always behave in 
a standard manner. They lack concrete and solid normative judgements that may 
resolve various potential conflicts (Phillips 1997; Argandona 1998; Wijnberg 2000). 
This creates a dilemma on the part of business corporations since there is no absolute 
guiding principle of ethical or moral conduct to social responsibility. Frustrated by 
this, Humber (2002) even bluntly argues that "we should abandon the quest to 
develop a special moral theory for use in business and we should not attempt to 
impose the use of any moral theory upon business, but rather should allow 
corporations to determine their moral responsibilities in any way they see fit"(p. 215). 
Such a statement is rather delusory and tends to exacerbate confusion and moral 
dilemma to businesses. For example, consider a firm operating in a low standard or 
corrupted society where bribery is part of the custom. Does that necessitate firms or 
individuals to practice or condone bribery? Therefore, the firms committed to 
exercising social responsibility need more specific moral rules or principles to give 
them reasons for acting in one way rather than another. 
Notwithstanding the many attempts to provide theoretical, moral and ethical 
groundings for CSR, such endeavours have received wide criticisms for problems 
relating to justification, conceptual clarity and possible inconsistency (Goodpaster 
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2001; Humber 2002). The endeavours also fail to give adequate ethical guidance to 
business executives who must decide which courses to pursue and how much 
commitment to give. This problem is especially acute in view of the fact that all 
choices involve tradeoffs. For example, a programme to increase minority 
employment might reduce efficiency, thereby preventing the corporation from 
fulfilling obligations to shareholders and perhaps its other employees, while raising 
prices for consumers. Or such a programme might be adopted at the expense of 
achieving a greater reduction in the amount of pollution, which creates a conflict with 
another demand that is made on the corporation in the name of social responsibility 
(Boatright 1993). 
In contrast to the Western humanistic theories, the Islamic view of CSR takes a rather 
holistic approach. It offers an integralistic spiritual view based on the teachings of the 
Quran and the Sunnah (saying and practices of the Prophet of Islam), providing a 
better alternative philosophical framework for man's interaction with nature as well as 
his fellow men (Ahmad 2002). In fact, the moral and ethical principles derived from 
divine revelations are more enduring, eternal, and absolute (Ahmad 2002; Ahmad 
2003), thus may serve as better guidelines for corporations when exercising their 
business and social responsibilities simultaneously. 
According to A1-Shätibi (as quoted in Nyazee, 2000), the determination of what is 
beneficial and what is harmful cannot be left to human reasoning alone (as most of 
Western theorists had advocated, e. g. the social contract theory and the normative 
stakeholder theory)57. Human reasoning plays a role only in a framework guided by 
Shari'ah (Nyazee 2000). Islam recognises the role of reason and experience in 
theorising economic behaviour and business activities only in a manner that embraces 
the transcendental aspect of human existence. This is because, the inherent limitations 
of human beings posit a strong reason which requires Divine guidance especially to 
ascertain what is right and what is wrong5R. Hence, according to Ahmad (2003), the 
5' His argument is supported by a number of Qur'änic verses. One of which is Qur'än 23: 71. 
58 For a detailed discussion on the meaning of human existence in Islam, refer to Al-Attas (1995), 
(1996), Hasan (2002), Ahmad (2003). 
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rational faculties can and should be used to complement, support and strengthen 
ethics and morality defined by Shari'ah. 
Given the prime importance of Shari'ah in Islamic paradigm, a religious bond 
assumes a more vital role than the social contract. The religious bond requires man to 
submit to Shari'ah by committing himself to the contractual obligation and leading 
life in accordance with high virtue and moral consciousness as stipulated by Shari'ah. 
The religious bond implies a commitment to moral standards as well as socal norms 
based on Shari'ah. For example, while an individuals' rights in acquiring properties 
(property rights) are protected, these rights are governed by rules and ethical codes 
designed to protect the rights of society (Iqbal and Mirakhor 2003). As such, a man is 
not expected to conduct his economic, social and other worldly activities as a self- 
centred utility maximiser economic agent, as idealised in neoclassical economics; 
rather he is expected to balance between the rights and responsibilities of individual 
and that of society (Chapra 1992). Thus the notion of social responsibility is firmly 
inscribed in the religious bond. 
3.3 THE ISLAMIC WORLDVIEW: BASIS FOR UNDERSTANDING CSR 
The following sections proceed to elaborate the salient characteristics of Islamic 
worldview59 which differs significantly from that of Western worldview. We shall 
see that Islam as a religion has the ultimate objective to transform the human 
59 A worldview is like a compass which leads a person's or people's lives towards any direction 
underlined by the grounding worldview or Weltanschauung. Every society or system is dominated by 
its own worldview which is based on a set of implicit or explicit assumptions about the origin of the 
universe and the nature of human life (Chapra 2000a). All human values and attitudes, conscious or 
unconscious, are a reflection of a certain set of metaphysical beliefs or Weltanschauung 
(mindset/myth). The worldview leads to an understanding about the meaning and purpose of human 
life and how they should relate themselves to reality and how they should behave themselves as human 
beings. In other words, a worldview is a set of beliefs and premises that enable individuals or 
organisations to make sense of themselves and the world around them. It, therefore, acts as a lens 
through which one perceives the physical and the social worlds. For an excellent discussion of Islamic 
worldview, refer to Al-Altas (1991). 
Steidlmeier (1992) asserts the importance of worldview which normally reflects the behaviour and 
attitude of a person towards something and serves to legitimise a course of action. For example, he 
provides one interesting example on the complex social issue in India, particularly which regards to 
bride burnings practice. He relates such inhumane action conducted by some fragments in the Indian 
community to the people's social and religious worldview about the meaning of life. Steidlmeier 
contends that such inhumane practice is difficult to stop despite the laws in force, unless people's 
foundational worldview changes. Refer to Steidlmeier (1992) for detailed discussion. 
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condition from `what is' to the ideal `what ought to be', by bringing about individual 
and social change in conformity with its worldview and the values and institutions 
that it provides. 
3.3.1 The Islamic Worldview 
The Islamic worldview sets forth the vision of Islam and the mission of Muslims, 
defines the ultimate Islamic objective and its doctrine, and offers a meaning and 
purpose to life. The study and elaboration of the Islamic worldview can be very 
complex and wide in scope. It is beyond the scope of this study to discuss the 
epistemologicalG° and methodological foundations of the Islamic worldview, but keen 
readers may refer to Al-Attas (1991,1995,1996), Haneef (1997), Chapra (1992,2000) 
and Hasan (2002)61. For the purposes of analysing the construct of CSR from Islamic 
perspective, we discuss the Islamic worldview that provides a foundation in nurturing 
compassion and sense of social responsibility, in maintaining equilibrium in attitudes 
and practices, and in upholding a sense of mission and purpose in human life. 
The Islamic worldview encompasses both the present world and the Hereafter62, in 
which the present life must be related in a profound and inseparable way to the 
Hereafter that has ultimate and final significance. Indeed, the life in this world is seen 
as a preparation for the Hereafter (Al-Attas 1996). Thus, everything in Islam is 
ultimately focused on the religious aspect without in any way implying any attitude of 
60 Epistemology, or theory of knowledge, is an expression of a worldview. All great Muslim scholars 
like al-Ghazzali, al-Baruni, al-Farabi, al-Khawarizmi and others have laid a solid foundation for a 
practical epistemology of Islam (Sardar 2003). Epistemology is vital because it is the major operator 
which transforms the vision of a worldview into a reality. When we think about the nature of 
knowledge, what we are doing is indirectly reflecting on the principles on which society is organised. 
As noted by Sardar (2003): 
"Epistemology and societal structures feed on each other: when we manipulate images of 
society, when we develop and erect social, economic, political, scientific and technological 
structures, 1ve are taking a cue from our conception of knowledge. That is why the Islamic 
concept of knowledge, ilm, is so central to the Muslim civilisation. " See Sardar (2003) 
61 Al-Attas (1991,1995 and 1996) provides an instructive and comprehensive discussion on the Islamic 
worldview. He discusses in depth the Islamic worldview highlighting the distinctive characteristics 
underlying the epistemological as well as methodological elements of the Islamic worldview as 
opposed to the Western secularistic and materialistic worldview. Refer to Al-Attas (1991), (1995), 
(1996). Haneef (1997) further reinforces the Islamic worldview elaborating the analysis of Islamic 
worldview to those aspects which have implications for economic thoughts. Also see Haneef (1997). 
62 The belief in the Hereafter is one of the fundamental pillars of faith in Islam. It is also known as the 
day of judgement whereby a Muslim believes that all deeds in the present life will be accounted for and 
be judged accordingly. 
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neglect or being unmindful of the worldly aspect. All human activity including 
economic and business is directed towards the achievement of al-falah (true and 
ultimate success); a comprehensive meaning of human welfare embracing the life in 
this world and also in the HereafterG3. This notion of human welfare does not create 
any conflict between interest of this worldly life and the Hereafter (Siddiqi 1972). 
3.3.2 Justice: A Hallmark of the Islamic Worldview 
The core value in the Islamic system and worldview is justice tempered with 
beneficence (Ahmad 2003). Justice is one of the important ingredients in forming the 
Islamic worldview for human society (Parvez 2000) 64, held by Islamic jurists to be an 
absolute hallmark of the Objectives of Shari'ah (Maqasid al-Shari'ah), so much so 
that it is impossible to conceive an ideal Muslim society where justice has not been 
established (Chapra 2000a). The Islamic concept of justice is not confined to a formal 
or regulatory justice only; rather it is part of the faith, character and personality of the 
believers (Kamali 1989b). Moreover, Islam stresses that justice should not only be 
rooted in the system of society but should also flow through all levels of social life, in 
all relationships and dealings, from the family to the state. Throughout Muslim 
history, jurists and other thinkers (e. g. Abu Yusuf (d. AD 798; Al-Mawardi d. AD 
1058; Ibn Taimiyyah, d. AD 1328; Ibn Khaldun d. AD 1406) have held justice as the 
defining characteristic of Islamic life and society, and as an indispensable part of the 
legal, social and economic progress (Ahmad 2003). 
The concept of justice is integral in the understanding of the concept of social 
responsibility in Islam and how it can be balanced with individual rights. It establishes 
an equilibrium by way of fulfilling rights and obligations and by eliminating excess 
63 The Islamic concept of happiness transcends the general secular hedonistic view that the aims of 
human life are to enjoy the pleasure and delight of this temporal world. In Islam, happiness in this 
worldly life is not an end in itself; instead the end of happiness is love of God. The former comprises 
two levels of happiness; the first level is a psychological, temporal and terminal state which may be 
described as feelings or emotions attained when needs and wants are achieved by means of the right 
conduct in accord with the virtues. The second level is the spiritual, permanent, consciously 
experienced state, the substratum of worldly life which is affirmed to be probationary, the testing of 
conduct and virtuous activity by good fortune or ill. This second level, when attained, occurs 
concurrently with the first, except that wants are diminished and needs are satisfied. This second level 
of happiness is a preparation for a third level in the Hereafter which is the highest state in the Vision of 
God. See Al-Attas (1996) 
64 Refer to many related verses in the Qur'än 4: 58,135; 5: 9,42; 7: 29; 16: 90; 49: 9; 57: 25; 60: 8. 
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and disparity in all spheres of life (Kamali 1989b). For instance, the benefits and costs 
of any scheme of social cooperation must be shared in proportion to the contribution 
made by each participant (Iqbal and Mirakhor 2003). Furthermore, individuals must 
be guaranteed equal rights and opportunities for their basic needs of food, housing, 
education, health, transport and employment (Parvez 2000). Society must also make 
provisions for those who, because of their physical disability cannot reciprocate in 
equal measure the benefits accruing to them from social cooperation nor bear the 
costs (Naqvi 2003)G5. The intense commitment of Islam to justice and brotherhood 
demands the Muslim society to take care of the basic needs of the poor and those who 
are less-privileged in society (Rice 1999). The Islamic institution of zakah is an 
example of compulsory charitable-giving specially designated to facilitate the care of 
all members of society. 66 
3.3.3 Shari'ah: The Essence of Islamic Worldview 
Islam, as a way of life, incorporates both permanent features and mechanisms for 
adapting to change. While the fundamentals of Islamic worldview are not subject to 
change, their manifestation in secondary areas like economics, business and other 
worldly activities would require flexibility and development according to time and 
space. This is embodied in Islamic Shari'ah which is central to the worldview of 
Islam. 
The Shari'ah is a system of ethics and values which covers all aspects of human life: 
personal, social, political, economic and intellectual with its unchanging bearings as 
well as its major means of adjusting to change (Sardar 2003). It is therefore not 
possible to separate or isolate Shari'ah from religion, or from the basic beliefs, values 
and objectives of Islam (Kamali 1989b). It reflects the holistic view of Islam which 
has to be looked at as a whole and not in parts as Islam is a complete and integrated 
"S Naqvi (2003) asserts that meritocracy and feudalism denote injustice which blindly emphasise on 
`equality of opportunity' without recognising the natural differential in intellectual endowments and 
abilities of different individuals in society. This, he argues, would essentially result in extreme 
inequalities of social, political and economic conditions. See Naqvi (2003). 
66 The Islamic jurists have unanimously held the view that it is the collective duty (fard kifayah) of the 
Muslim society to take care of the basic needs of the poor. In fact according to Shatibi, this is the raison 
d'etre of society itself. See Chapra (1992). 
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code of life and its goal encompasses the whole of life, individual and society, in this 
world and the Hereafter. For instance, the economic or political aspects cannot be 
studied in isolation from the moral and spiritual aspects and vice versa. Therefore, a 
contemporary understanding of one concept, say niaslahah (the principle of public 
interest) under the Shari'ah may lead to a theoretical understanding of economics, 
science, technology, environment, and politics. Similarly, lack of understanding of a 
key concept may thwart developments in all these fields. 67 
The following sections discuss three important dimensions of Shari'ah; the taqwa or 
God-consciousness paradigm, the objectives of Shari'ah, and the principles of 
Maslahah (protection of public interest). 
3.3.4 Taqwa Paradigm 
Taqwa, literally means God-consciousness. It implies making a deliberate effort to 
achieve the objectives of Shari'ah in the ways prescribed by Shari'ah itself. It 
guarantees the social fabric because people then become voluntarily committed to 
achieving the central goals of human welfare or faläh. Furthermore, it plays a unifying 
role, binding community together and constitutes its source of equality, solidarity and 
freedom (Kamali 1989b). 
A person with a tagwa-paradigm is imbued with a strong understanding that their role 
in this world is to manage and develop the world in accordance with the Shari'ah. 
This means harmonising and integrating material well-being with moral-spiritual 
67 Normally, the Shari'ah is described as `Islamic Law'. But the boundaries of Shari'ah extend beyond 
the limited horizons of law (Sardar 2003). Shari'ah is a set of norms, values and laws that go to make 
up the Islamic way of life (Ahmad 2003). According to one observer, the Shari'ah is the "epitome of 
Islamic thought, the most typical manifestation of the Islamic way of life, the core and kernel of /slam 
itself' (See in Schact (1964)). The main components of Shari'ah are: Aqidah or belief and faith which 
is also a foundation of SharT'ah, akhlaq or morality and ethics, and Fiqh or legal rulings governing the 
acts of human beings. While the last aspects may change and vary according to time and spaces, the 
aspects of agidah and akhlaq are fixed and eternal for all time and societies. The elements and 
characteristics of both aqidah and akhlaq anchor the Islamic way of life on a permanent set of values 
and principles which make Islam resilient and universal. At the same time, Fiqh methodology and 
frameworks provide mechanisms enabling Islam to adjust to the local, cultural, technological, 
economic, societal changes taking place in time and space. This makes Islamic Shari'ah flexible, 
dynamic and relevant in the context of changing times. For a comprehensive elaboration on Shari'ah 
and its principles, see in Nyazee (1994), Parvez (2000). 
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values68, which in turn determines their fate in this world and in the Hereafter (Hasan 
2002). This paradigm is comprehensive in its essence and implications. It provides a 
number of values for shaping social life and clarifies the status of human beings and 
their position in relation to the rest of creation. Furthermore, it defines the nature of 
human relationship with Allah, with each other and also with the natural environment. 
Four important points emerge from this framework: 
(1) Human dignity 
A human being is not merely supposed to survive at the lowest level of biological 
ebb, but to enjoy the `dignity', `universality' and `good life' conferred upon them 
by Shari'ah and to develop all their human potential, spiritually and morally, 
psychologically and intellectually as well as physically (Osman 2001)69. Therefore, 
since human beings have been created with an exalted and noble nature, they have 
to utilise their potentials by shouldering responsibility of maintaining and 
developing the universe (Parvez 2000)70. This spiritual acceptance of man's 
responsibilities is of fundamental importance in an Islamic economic vision and 
business philosophy as it implies that human welfare cannot be satisfied by just 
concentrating on material needs alone. 
(2) Free will 
Humans have been endowed with intellectual or rational faculties to choose either 
to be righteous or otherwise (Mawdudi 1989). Naqvi (2003) asserts that the 
vicegerency role allows free will for human being71. The relativity of the freedom 
68 AI-Qur'an verses corresponding to this argument are: (51: 56); (95: 4); (17: 70); (6: 165); (27: 62); 
(35: 39); (2: 30) 
61) In the Qur'an, Islam teaches that Allah breathed His Spirit into human beings: Refer to the Qur'an 
15: 28-29) 
70 Refer to Qur'an (11: 61) 
71 In contrast to the Islamic relative free-will, the Western firmly propounds its philosophical 
justification on absolute freedom as propagated by Immanuel Kant 1724-1804 (whose works had 
influenced metaphysical thinking in Europe). Kant's argument on absolute freedom and free-will was 
merely based on the realm of pure reason. He even rejected the idea of religion as an origin of morality. 
Instead, the realm of pure reason, in which dwells the moral imperative - freedom - was considered to 
be the medium for understanding religion and the existence of God. In his essay "Natural religion", he 
wrote that: 
"A clear exposition of morality itself leads to the belief in God. Belief in this philosophic 
connexion means not trust in a revelation, but trust arising from the use of the reason, which 
springs front the principle of practical morality" See Choudhury (1997). 
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that a person enjoys in Islam means that they will not voluntarily transgress the 
social limits of individual freedom. The purpose of imposing constraints is not to 
take away human freedom, rather to prevent humankind from arbitrary self- 
interested social behaviour. This has a great implication on how human beings 
conduct their affairs72. They can choose either to be selfish or socially responsible; 
they have the capacity to be good or bad, moral or immoral and each individual's 
ultimate destiny in the Hereafter is dependent upon how they choose to live. 
(3) Equality and Rights 
The concept of vicegerency implies that human beings are equal except on the 
basis of piety and good character. Hence, human interactions should be based on 
trust, equity and justice (Parvez 2000). They should not attempt to dominate or 
wrong each other; instead cooperate and support each other towards fulfilling their 
role of vicegerency (Omar 1996). Therefore, the right attitude towards human 
beings is not `might is right' struggle to serve only one's own `self-interest', or 
`survival of the fittest'73 but the mutual sacrifice and cooperation to fulfil the basic 
needs of all, to develop the entire human potential and to enrich human life. In an 
economic sense, competition is to be encouraged insofar as it is healthy, raises 
efficiency and helps promote human well-being, the overall objectives of Islam. 
Shari'ah guarantees basic property rights to individuals, but these rights must 
always conform to Shari'ah rules and ethics as well as to preserve and protect the 
interest of society's well-being (Iqbal and Mirakhor 2003). 
(4) Trust and responsibility 
Many scholars including Mawdudi (1977), Kamali (1989a; 1993), Chapra (2000a), 
Parvez (2000) and Naqvi (2003), posit that the vicegerency entails a broader 
understanding of the concept of trust and responsibility of human being. The 
concept of trust, in Islam, is inseparably linked with responsibility, implying that 
72 Naqvi (2003) also describes the similar position of Islam with regard to the ownership of wealth, 
which is also relative to Allah's absolute ownership. The objective of the imposed constraint on wealth 
ownership is to prohibit the squandering of wealth thus depriving the poor of their due. See Naqvi 
(2003). 
" Hassan (1996) also asserts that the philosophical foundation of a society based on secular self- 
interest or selfish point of view will do more harm as those in the position to manipulate will do so in 
order to achieve success in life at the expense of others. See detail discussion in Hassan (1996). 
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the wealth that is entrusted upon a human being is indeed a responsibility that he 
will be accounted for in the Hereafter. Thus, an individual's responsibility to 
discharge his `trust' by spending his wealth in several limited ways. These include 
by spending in accordance with the Divine wishes; by not engaging in illegitimate 
activities such as hoarding which is prohibited especially when there are urgent 
social needs to be met, by helping the poor which is not a matter of charity but as 
a matter of acknowledging his responsibility and the poor's right over his wealth, 
and by spending moderately because prodigality is both a social waste and a 
cardinal sin74. 
The following sections further elaborate other salient features of Shari'ah which will 
also be used in illuminating and construing the concept of CSR in Islam. 
3.3.5 The Objectives of Shari'ah (Magfisid as-Shari'ah) 
An understanding of the objectives of Shari'ah (famously known as Magasid as- 
SharF'ah) is important for analogical deduction and other human reasoning and its 
methodology (Kamali 1999). Indeed, Magasid as-Shari'ah allows flexibility, 
dynamism and creativity in social policy (Zuhrah 1958; Mumisa 2002; Hallaq 2004). 
According to Imam Al-Ghazäli (d. l 111) "The objective of the Shari'ah is to promote 
the well-being of all mankind, which lies in safeguarding their faith (din), their human 
self (nafs), their intellect (`aql), their posterity (nasl) and their wealth (mal). 
Whatever ensures the safeguard of these five serves public interest and is desirable. " 
(Chapra 2000a, p. 118) 
Al-Shätibi (d. 1388) approves al-Ghazäli's list and sequence, thereby indicating that 
they are the most preferable in terms of their harmony with the essence of Shari'ah. 
Generally, Shari'ah is predicated on benefits of the individual and that of the 
community, and its laws are designed so as to protect these benefits, and facilitate 
improvement and perfection of human lives' conditions on earth. This perfection 
corresponds to the purposes of the Hereafter. In other words, each of the worldly 
74 The Quranic verses supporting the statements in the text are (57: 10), (3: 180), (70: 24-25) and (17-26- 
27). For detailed discussion, also refer to Mawdudi (1977), Karnali (1989a), (1989b), (1993), Parvez 
(2000), Naqvi (2003). 
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purposes (preservation of faith, life, posterity, intellect and wealth) is meant to serve 
the single religious purpose of the Hereafter (Nyazee 2000). 
The uppermost objectives of Shari'ah rest within the concept of compassion and 
guidances, that seeks to establish justice, eliminate prejudice and alleviate hardship. 
It promotes cooperation and mutual supports within the family and society at large. 
This is manifested in the realisation of maslahah (public interest) which the Islamic 
scholars have generally considered to be the all-pervasive value and objective of the 
Shari'ah and is to all intents and purposes synonymous with compassion. Maslahah 
sometimes connotes the same meaning as magdsid and the scholars have used the two 
terms almost interchangeably76 (AbdelKader 2003). To further shed light on our 
discussion of the objectives of Shari'ah, especially with regard to their application in 
the preservation of public interest, the following section elaborates on the principles 
of maslahah, serving as an important tool to uphold Shari'ah. 
3.3.6 Principles of Maslahah (Consideration of Public Interest) 
Maslahah77 is a juristic device that has always been used in Islamic legal theory to 
promote public benefit and prevent social evils or corruption. Al-Ghazäli (as quoted 
in Nyazee, 2000), defines maslahah as follows: 
"As for maslahah, it is essentially an expression for the acquisition of benefit 
or the repulsion of injury or harm, but that is not what we mean by it, because 
acquisition of benefits and the repulsion of harm represent human goals, that 
is, the welfare of humans through the attainment of these goals. What we mean 
by maslahah, however, is the preservation of the ends of Shari'ah. " (p. 180) 
75 These attributes correspond to the verses of the Qur'an, (21: 107 and 10: 57). 
76 Many Islamic legal scholars advocated the principle of public welfare (maslahah) and the objectives 
of Shari'ah (magäsid) in the Islamic legal thoughts (figh): e. g. al-Juwayni (d. 1085), al-Ghazäli (d. 
1111), al-Räzi (d. 1209), al-Amid! (d. 1233), al-Salmi (d. 1261), al-Qaräfi (d. 1285), Ibn Taimiyya (d. 
1327), al-Shätibi (d. 1388), Ibn al-Qayyim al Jawziyya and al-Tuff. See AbdelKader (2003). 
77 The plural of the Arabic word "maslahah" is masalih which means welfare, interest or benefit. 
Literally, maslahah is defined as seeking the benefit and repelling harm. The words maslahah and 
manfa'ah are treated as synonyms. Manfa'ah (benefit or utility), however, is not technical meaning of 
maslahah. What Muslim jurists mean by maslahah is the seeking of benefit and the repelling of harm as 
directed by the Lawgiver or Shari'ah. Refer to Nyazee (2000) 
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Here Al-Ghazäli reinforces the importance of `preservation of the ends ofShari'ah' or 
the objectives of Shari'ah (including the protection of faith, life, posterity, intellect 
and wealth) as the fundamental meaning of maslahah. Following very closely Al- 
Ghazäli's taxonomy, al-Shätibi, in his book, al-Muwafagät, defines maslahah as a 
principle which concerns the subsistence of human life, the completion of man's 
livelihood and the acquisition of what his emotional and intellectual qualities require 
of him, in an absolute sense (Hallaq 2004). Al-Shätibi has in fact singled out 
maslahah as being the only overriding objective of Shari'ah which is broad enough to 
comprise all measures that are deemed beneficial to people, including administration 
of justice and ibadah (Kamali 1999). Al-Shätibi further classifies maslahah into three 
categories, which he calls the essentials (darüriyydt), the complementary (häjiyyüt) 
and the embellishments (tahsiniyyät) (Kamali 1989b). The categories of maslahah are 
briefly discussed below: 
(1) Darüriyydt (The Essentials) 
The Essentials (darüriyyät) is defined as interests of lives which people 
essentially depend upon, comprising the five aforementioned objectives of 
Shari'ah: faith (din); life (nafs), intellect (`aql), posterity (nasl) and wealth 
(mil). According to Karnali (1999), the dari7riyy5t elements are by definition 
absolutely necessary for the proper functioning of religious and mundane 
affairs of individuals, such that their destruction and collapse will precipitate 
chaos and collapse of normal order in society. A prominent Islamic scholar, Dr. 
Sa'id Ramadan al-Buti (as quoted in Mumisa, 2002), affirms that the 
protection of these five essentials reflects the effective way of preserving 
Shari'ah (as outlined in its objectives or Maqüsid)78. 
'ß According to Hallaq (2004), the essentials or darüriyyüt are maintained by two means: on the one 
hand, they are enhanced and strengthened, while on the other, all potential harm that may arise to affect 
them is averted. For example, protection of life and intellect are examples of important elements of 
essentials which can be enhanced by providing proper food, shelter, clothing, education etc. On the 
other hand, any potential harm that might threaten these darüriyyüt may be averted by means of penal 
law or punishment such as prohibition of alcohol, or dumping toxic waste that may cause harm to 
intellect and life respectively. 
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(2) Häjiyyät (The Complementary) 
The Complementary interests (hajiyydt) supplement the essential interests and 
refer to interests whose neglect leads to hardship but not to total disruption of 
the normal order of life. In other words, these interests, other than the five 
essentials, are needed in order to alleviate hardship, so that life may be free 
from distress and predicament. An example is seen in the sphere of economic 
transaction where the Shan'ah validated certain contracts such as the salam 
sale and also that of lease and hire (Uj rah) because of the people's need for 
them, notwithstanding a certain anomaly that is attendant in both79. 
(3) Tahsiniyyät (The Embellishments) 
The embellishments (tahsiniyyät) refer to interests whose realization leads to 
refinement and perfection in the customs and conduct of people at all levels of 
achievement. For example, the Shari'ah encourages charity to those in need 
beyond the level of the obligatory zakah. In customary matters and relations 
among people, the Shari'ah encourages gentleness, pleasant speech and 
manner, and fair dealing. 
Many scholars including Kamali (1989a, 1989b, 1999), Chapra (2000a), Nyazee 
(2000), Mumisa (2002), Sardar (2003), and Hallaq (2004) assert that the above 
classification of maslahah is related and deep rooted to the objectives of Shari'ah, 
aiming to ensure the interests of society are preserved in the best fashions in this 
world and for the Hereafter. According to their views, such classification implies how 
methodology of maslahah can be used to derive new rulings from Shari'ah, to meet 
the changing needs of society and to solve various contemporary problems relating to 
social and economic endeavours80. Thus, the principles of maslahah can contribute to 
the establishment of guidelines for moral judgements and balancing the individual 
self-interests with social interests. 
79 For further discussion of the given examples, refer to Zuhrah (1958), Nyazee (1994), (2000), 
Mumisa (2002). 
ß° As a case in point, the validity of Islamic leasing instrument (ijärah) that may be initially of 
secondary importance to an individual (hajiyyät) is elevated to essential maslahah (darüriyyät) as it is deemed essential for the society at large. For a detailed discussion refer to Zuhrah (1958), Kamali 
(1989a), (1989b), Nyazee (1994), Al-Qaradawi (1998), Kamali (1999), Nyazee (2000), Hallaq (2004). 
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3.4 IMPLICATIONS OF ISLAMIC WORLDVIEW ON CSR 
In the light of the preceding discussion of the Islamic worldview, some social 
responsibility notions assume a broader and more holistic significance to the Muslim 
workers, managers, corporations, customers and society as a whole. We shall discuss 
the implication of the Islamic worldview on CSR based on the previously discussed 
dimensions, namely; the God-consciousness paradigm, the principle of maslahah (or 
preservation of public interests), and the principles of harm prevention. 
3.4.1 Implications of Taqiva or God-consciousness Paradigm on CSR 
The concept of CSR in Islam is not merely perceived as a strategic or instrumental 
initiative which the corporations undertake merely for the sake of enhancing goodwill 
or boosting long-term financial performance as advocated by Burke and Logsdon 
(1996); Quester and Thompson (2001); Windsor (2001); Lantos (2001 and 2002); 
Johnson (2003); Husted (2003); Greenfield (2004); Garriga and Mele (2004); and 
others. It is also not just an act to legitimise the existence of corporations in society as 
advocated by Tomer, 1994; Suchman, 1995, Deegan, 2002, and others within the 
framework of the legitimacy theory and the social contract theory respectively. 
Instead, the concept of CSR in Islam encompasses a broader meaning embracing the 
tuywa dimension (God-consciousness) by which corporations as groups of individuals, 
assume the roles and responsibilities as servants and vicegerents in all situations. By 
assuming such roles, they are ultimately responsible to God, the Owner of their very 
selves and the resources they are utilising and managing. This responsibility to God is, 
in fact, a function of the intrinsic quality of the Muslims' lives as a trust from God 
(Al-Attas 1996). 
As indicated earlier, a person's relationship with his God should, by right, determine 
the mode of relationship with his fellow servants and not vice versa (Hasan 2002; 
Ahmad 2003). The relationship and responsibility between man and his Master is in 
fact an actual and real contract stipulated by the so-called Divine contract, not a 
fictitious or presumed one like the social contract of John Locke (d. 1704) or Jean- 
Jacques Rousseou (d. 1778)(Osman 2001). This philosophical foundation of the 
Islamic society will avoid conflicting interests among members of the society, since 
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everyone has a unity of purpose in his life, that is to serve Allah (Ahmad 2003). This 
will inevitably lead to a society whereby every member will cooperate with each other 
rather than compete, as success in life is to obtain the ultimate happiness (faläh). 
Furthermore, guided by the proper relationship with God, the person's daily 
interactions and transactions would be inspired by the values of truthfulness, firmness, 
fairness, respect for the law, kindness, forbearance, tolerance and uprightness, instead 
of deceit, haughtiness, class consciousness, ostentation, insubordination, envy, 
jealousy, backbiting and self-aggrandisement (Hasan 2002). This should naturally be 
manifested in individuals' involvement in business activities and operations as well as 
their relationships with all their respective stakeholders. Hence, to fence off social 
responsibility and declare it to be off-limits to Muslim life would be a shocking 
violation of the principle of taqwa or God-consciousness paradigm, which are the 
cardinal Islamic virtues. It would be tantamount to a denial of God himself with all 
the attending consequences in this world and in the Hereafter. 
For a devout Muslim, concern for others and the environment he lives in, is deeply 
inscribed in the pillars of Islam, binding on every Muslim81. Therefore, CSR is a 
moral and religious initiative based on the belief that a company should be "good" 
regardless of its financial consequences, be it positive or negative. This is not to 
suggest that Islam is against profit-making. Rather, it is seen as a necessary condition, 
though not the sole purpose, of their existence (Hasan 1983). The invocation of 
Shari'ah and the reflection of taqwa-paradigm in business imply that the entrepreneur 
is no longer driven by the principle of profit maximisation alone, but by the pursuit of 
the ultimate happiness in this life and the Hereafter, whereby he acknowledged his 
81 A Muslim is, in fact, considered as a social being who cannot isolate or ignore his role and 
responsibility to the society or any of his fellow human being such that he is discouraged to isolate 
himself even for the purpose of worshipping God. A beautiful hadith justifies this argument when the 
Prophet Muhammad (peace be upon him) once narrated by Abu Hurayrah who said: 
One of the Prophet's Companions passed a ravine where a freshwater spring ran. He liked 
the ravine and said, "How I would like to isolate myself from other people to worship Allah! I 
will not do so before asking permission from the Messenger of Allah (peace be upon hint). " 
The man told the Prophet of his wish, and the Prophet said, "Do not do it. Your striving for 
the path of Allah is better than Praying in your house for seventy years. " (Narrated by 
Tirmidzi and al-Häkim. ) 
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social and moral responsibility for the well-being of his fellowmen (e. g. consumers, 
employees, shareholders and local communities). 
Furthermore, Islamic guidance enshrined by its principle of justice brings about a 
balance between the rights of individuals and their duties and responsibilities towards 
others (Parvez 2000), and between self-interest and altruistic values (Naqvi 2003). 
Islam recognises self-interest as a natural motivating force in all human life. But self- 
interest has to be linked to the overall concept of goodness and justice82. Islam, in fact, 
lays down a moral framework for effort, spelling out values and disvalues, what is 
desirable and what is reprehensible from a moral, spiritual and social perspective 
(Chapra 2000a; Ahmad 2003). The concept of reward is also broadened by 
incorporating within it, reward in this world and reward in the Hereafter. This 
provides a strong and self-propelling motivation for good and just behaviour, without 
denying the natural instincts for personal gain (Ahmad 2003). 
Hence, moderation and concern for the needs of others, along with ones own, become 
an integral part of the Islamic perspective of CSR. Social responsibility is thus, not 
solely a duty of the government as Friedman, 1967,1996, Marshall 1993, Humber 
2002 and others would have us believe, but of all members of the community 
including business corporations, particularly the better-off ones. Thus, individuals and 
corporations are encouraged to sacrifice, give up, and spend their wealth on the poor 
and the needy of society while expecting reward only from Allah. It is in this sense of 
duty, responsibility and spirit of sacrifice which Islam nurtures that actually helps in 
removing self-centredness and covetousness and promotes compassion, caring, co- 
operation and harmony between people. 
To depict the position of Islam with regard to the concept of CSR, it is useful to 
consider CSR as a continuum ranging from irresponsible attitudes and self-centred to 
the religious or taqwa-centric. This continuum illustrated in Figure 3.1, has five fairly 
82 Individuals, imbued with a sense of justice, are not expected to abandon their individual interests 
altogether. In other words, altruism will not push a business organisation beyond justice. However, 
Islam attempts to create a culture that binds individuals and families into a community so that a natural 
infrastructure for providing support and help to those in need is developed. For details, refer to Naqvi 
(2003). 
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distinct levels: irresponsible, minimalist, apathy, strategic and taqwa-centric. The 
corresponding Table 3.1 provides brief descriptions for each level in the CSR 
continuum. 
Figure 3.1: Islamic Position in Corporate Social Responsibility Continuum 
Level 1 
Irresponsible 
Level 2 
Minimalist 
Level 3 
Apathy 
Leve14 Leve15 
Strategic Tag wa-centric 
Table 3.1: Description of Corporate Social Responsibility Continuum 
Level Descriptions 
Levell: This is an extreme situation depicting a firm's behaviour which is irresponsible and 
Irresponsible even breaches the minimum moral standards required by law. Such actions vary 
from fraud, misrepresenting accounting statements, false advertising, dumping toxic 
waste in residential areas, violating employees' protection laws and rights such as 
health, safety, pay, work hours and other employment issues to damaging 
environment and abusing other human rights. Many recent scandals and fiascos 
illustrate this point well, e. g. Enron, World Com, Xerox Corp., Arthur Anderson etc. 
Level 2: Firms in this category are complying with the minimum requirement of legislation i. e. 
Minimalist discharging its legal responsibility and playing by the 'rules of the games' as 
advocated by Friedman (1967,1996). Beyond the legal compliance, they engage in 
few or no activities that might be labelled voluntary CSR or more specifically those 
activities which are considered altruistic or philanthropic by Carroll (1979 and 1991). 
The only primary objective of such companies is to maximise profits or 
shareholders' wealth. 
Level 3: Companies at this level operate within the ambit of the law, at the same time are 
Apathy committed with the mandatory ethical responsibilities i. e. conduct business morally, 
doing what is right, just and fair, and avoiding harm (Lantos 2002). Their 
participation in other social responsibility activities like being altruistic and 
philanthropic is usually minimal, piecemeal, and of mixed motives. In some cases 
the motive may be profit oriented such as adding employees benefits to attract and 
retain highly skilled employees; in other cases, it may be personal, such as 
contributing to an owner's favourite charity (Johnson 2003). Hence, we could label 
such behaviour as apathy or indifference in the sense that there is no strategic effort 
on the part of the firm to engage in the CSR activities. 
Level 4: Companies in this category fulfil their social responsibilities, including the 
Strategic philanthropic or altruistic responsibilities such as making voluntary contributions to 
society, giving time and money to good work which they perceive can give benefits 
to the firm in the long run, through positive publicity and goodwill, hence enhancing 
the companies' reputation and eventually securing its long-term profits. This 
corresponds to the strategic/instrumental CSR doctrine as advocated by Burke and 
Logsdon (1996); Quester and Thompson (2001); Windsor (2001); Lantos (2001 and 
2002); Johnson (2003); Husted (2003); Greenfield (2004); Garriga and Mele (2004); 
and others. 
Level 5: Companies at this level manifest their social responsibilities based on the belief that 
Taqwa-centric a company should be socially responsible regardless the financial consequences, 
positive or negative. This belief is enshrined in the Islamic worldview, guided by 
Shari'ah. Their commitment to societies is the manifestation of taqwa-paradigm or 
God-consciousness, which also reflects their comprehension of the Islamic 
principles such as vicegerency or trusteeship and justice. This is the highest order 
moral position representing the Islamic view of CSR. 
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In sum, based on the figure and table above, the difference between the Islamic and 
Western approach of CSR lies within the range of level 2 (minimalist) and level 5 
(taqwa-centric). Also, within this range, it provides another way of envisioning the 
spectrum of Western opinions regarding the CSR doctrine. At one end (level 2- 
minimalist) are those who assert a firm's only social responsibility is to maximise 
profit while obeying the law and the `rules of the game'83. As the continuum departs 
from level-2, the CSR doctrine emerges in varying degrees. 
On the one hand there are some who simply want corporations to be more sensitive to 
the societal impact of their decisions; along virtually any line they wish (level 3- 
apathy)84. There are also people who view CSR as a business strategic engagement, 
boosting reputation and goodwill which in turn leads to enhanced financial 
performance85. On the other end of the spectrum, are those who view corporations as 
social institutions playing a social advocacy role by using their vast resources for 
social benefits. According to this view, firms must actively involve in programmes 
that can ameliorate various social ills, such as by providing employment opportunities 
for everyone, improving the environment, and promoting worldwide justice, even if it 
costs the shareholders' money. This is also known as the altruistic view of CSR 
(Lantos 2002). However this altruistic view of CSR fails to give adequate ethical 
guidance to managers who must decide which causes to pursue and how much to 
commit to them. For example, providing financial services to the rural areas means 
increasing the level of financial inclusion of one segment of society; however, a 
dilemma may arise when financial firms need to close some branches (e. g. in the rural 
areas) to secure profits and remain sustainable in the business. 
Alternatively, the Islamic position rests at the extreme right of the CSR continuum 
depicting the level of God-consciousness or taqwa paradigm which relates to the 
belief that God created men to be vicegerents and hence provides a radically different 
view of business. The Islamic vicegerent principle requires businesses and wealthy 
83 Refer to Friedman (1967,1996); Dore (1993); Goodpaster (2001). 
84 See, for example, arguments presented by Humber (2002) and Goodpaster (2001) in Chapter 2. 
85 Refer to the arguments presented by the proponents of strategic CSR, for example, Burke and 
Logsdon (1996); Quester and Thompson (2001); Windsor (2001); Lantos (2001 and 2002); Johnson 
(2003); Husted (2003); Greenfield (2004); Garriga and Mete (2004); and others. 
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individuals to see themselves as stewards or caretakers, not just of shareholders' 
financial resources, but also of society's economic resources, holding their property in 
trust for the benefit of society as a whole and ultimately attaining the blessing from 
God (Who is the ultimate Owner of all the resources)86. Thus, it is not enough to look 
at the bottom line of financial statements to determine how well a company is doing. 
The firm must look beyond the bottom line and the traditional standard of business 
performance measurement and look at other factors, such as how the firm treats its 
employees, whether or not it uses its resources in an environmentally sound way, and 
whether or not its products really make life better for those who use them. The firm 
must always operate in a good and socially responsible manner regardless of the 
financial consequences. By so doing the firm will be blessed by God and will achieve 
the ultimate happiness in this world as well as in the hereafter87. Otherwise, the firm's 
action is considered as a deviation from the principles of Shari'ah which is 
tantamount to God's punishment in the hereafter. 
3.4.2 The Application of the Principles of Maslahah on CSR 
We now turn our discussion to the application of the principles of maslahah on CSR. 
The principles of inaslahah (protection of public interests) by implication reflect how 
Islam stresses the importance of taking into account public interests rather than 
merely individual interests. It provides a framework for decision making and a 
mechanism for adapting to change, especially for enterprises that are willing to 
commit to CSR. Perhaps the principles of maslahah can further contribute in 
delineating the role of businesses in terms of their CSR. It offers guidelines for moral 
judgement on the part of managers and other stakeholders, particularly in solving 
conflicts that may arise when pursuing CSR. To shed light on our discussion of the 
application of the principles of maslahah in CSR, this study depicts the principles of 
maslahah in a pyramid form, illustrated in Figure 3.2. 
86 For Quranic verses corresponding to these arguments, refer to Qur'an, 2: 254,2: 3; 3: 180; 16: 53; 
24: 33; 57: 7. 
87 Al-Mawdudi (1989) argues that if a man who has in view success and failure in this world alone, will 
only be concerned with immediate benefits and ills. He will not be prepared to undertake any good act 
if he has no hope of gaining thereby some worldly interest, nor he will he keen to avoid any wrong act 
if it is not injurious to his interests in this world. See Mawdudi (1989). 
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Figure 3.2: The Pyramid of Maslahah 
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The pyramid of maslahah as depicted in Figure 3.2 above functions as a framework 
and general guideline to an ethical filter mechanism by providing three levels of 
judgements to be used by managers to resolve ethical conflicts which inadvertently 
emerge while engaging in various CSR programmes and initiatives88. The three levels 
also reflect the different degrees of importance in terms of fulfilment of responsibility. 
The bottom level, which is represented by the essentials (darüriyyät), constitutes the 
most fundamental responsibility to be fulfilled as compared to the other two 
categories, namely the complementary (hdjiyyät) and the embellishments (tahsinryyat). 
Therefore, as the pyramid moves upwards, the degree of decision making will be less 
fundamental, albeit more virtuous, so as to attain the perfection and well-being of 
88 The pyramid of maslahah looks similar to but not necessarily the same as Abraham Maslow's (1968) 
hierarchy of needs. He established the theory based on the psychological, safety, love, esteem and self- 
actualisation needs of man. While the latter is based on naturalistic and materialistic perspectives to life, 
the former reaffirms the integralistic spiritual view of the universe to provide a better philosophical 
framework as an alternative for contemporary man's interaction with nature and his fellow men. Azmi 
(1991) asserts that Maslow's hierarchy of needs could not be applied totally in the "Islamic need-set" 
as his hierarchy does not really deal with the "spiritual" needs. Instead he talks of "self-actualisation" 
and puts that at a higher (and hence less basic) level of needs. Ahmad (2002) further reaffirms that 
Islamic understanding of upward mobility in an organisation is more comprehensive than the simple 
fulfilment as described by Abraham Maslow's hierarchy of needs. For a discussion of this see Azmi 
(1991), Ahmad (2002) and Maslow (1968). 
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society89. It assumes that individuals would strive for the next level as soon as the 
former is fulfilled. This presumption is grounded on the Islamic principles of 
motivation which encourages Muslims to continuously and consistently strive for 
excellence in order to gain the pleasure of Allah and better rewards from Him (Hasan 
2002). 
In essence, the performance of an organisation, according to Islamic ethical principles, 
is evaluated based upon the fulfilment of organisational objectives of continuous 
improvement and sharpening of the edge. The sense of continuous improvement will 
disappear if one cannot make today better than yesterday (Ahmad 2002). Hence, 
managers, shareholders and workers must not feel contented with the fulfilment of the 
essentials alone; instead, they must always strive for the betterment of the 
organisation in fulfilling the social responsibility since their personality and character 
have been shaped by the heightened sense of their ultimate accountability to Allah 
from which no one can escape (Al-Qaradawi 1998)90. This is actually manifesting the 
God-consciousness or taqwa paradigm, as discussed before. 
The three levels of the pyramid of inaslahah are not mutually exclusive in the sense 
that all levels are inter-related and mutually dependent. The arrows pointing upwards 
and downwards along the pyramid of maslahah reveal the flexibility and mechanism 
of change in the decision making in the sense that any element which comprises one 
level of maslahah may be elevated upward or pushed downward depending on the 
different circumstances concerning the public at large. However, it should be noted 
that the flexibility posed by the principles of maslahah is confined within the 
framework of Shari'ah but not vice versa (Mumisa 2002). 
89 According to Islamic scholars, the existence of the complementary (hdjiyydt) and the embellishments 
(tahsiniyyät) depends upon the primary purposes underlying the essentials or (protecting and 
preserving the five objectives of SharE'ah - faith, life, intellect, posterity, and wealth). The two 
categories are structurally subservient and substantively complementary to the darüriyyät, to the extent 
that any violation affecting the latter produces far-reaching consequences. On the other hand, any 
damage affecting tahsiniyyät or hajiyyät will result in only minor disturbance in the darüriyyät. Hence, 
it is essential to preserve the three categories in their order of importance; that is to say, beginning with 
the darüriyyät and ending with the tahsiniyyät. See detailed discussion in Zuhrah (1958), Karnali 
(1989a), (1989b), (1993), Nyazee (1994), Kamali (1999), Nyazee (2000), Mumisa (2002). 
`10 For Qur'anic verse corresponding to these arguments, refer to Qur'an 9: 105. 
In one hadith of the Prophet Muhammad s. a. w. as narrated by al-Bayhaqi, "Indeerl Allah loves 
individual who do his tivorks, he do it in a best manner". See in Al-Qaradawi (1998). 
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This reflects the dynamism of the pyramid of maslahah in assisting decision making 
processes within different contexts, time and space 91 . If, for instance the 
circumstances change, inviting corporations to respond and consequently reconsider 
their rolcs within society, this will necessitate them to re-align all their business 
institutions (such as mission, vision, policy deployment, decision-making, reporting, 
corporate affairs, etc. ) to the new maslahah so long as it does not contradict the 
principles outlined by the Shari'ah. To further enlighten our argument on the pyramid 
of maslahah, particularly on how it can be applied to CSR endeavours, we shall 
analyse the different levels of decision making processes based on each principle of 
maslahah. 
At the first level, within the scope of the essentials, managers are expected to strive 
for the preservation and protection of the essential needs (religion, life, intellect, 
posterity and property) of their stakeholders and public interests in general. For 
example, managers must protect the welfare or basic needs of their employees such as 
providing adequate prayer rooms and protecting the employees' safety and health in 
the workplace, thus reflecting the safeguarding of the faith and values of life 
respectively. Moreover, the managers must always confine their business operations 
to those that safeguard the values of religion, life, intellect, posterity and property. 
Accordingly, corporations have a moral and social responsibility to avoid any 
business activities, although they may be higher profits, which may cause disruption 
and chaos to the society's lives92. The examples include business activities which can 
endanger the lives and disruption of people's intellect as a result of environmental 
degradation, and the manufacturing of illicit drugs for public consumption. 
`'' Contemporary Islamic jurists like Dr. Hussain Hamid Hasan, Dr. Muhammad Sa'id Ramadan al-Buti 
and Dr. Mustafa Zaid (as quoted in Mumisa, 2002) all affirm the dynamism of maslahah or public 
interest in Islamic fiqh, but it has to be carefully used in shaping the contemporary challenges in the 
modern world today. The touchstone to judge the validity of maslahah is the Quran and the Sunnah. Dr 
Sa'id Ramadan al-Buti in his book, Al-Masälih fil Tashri' al-Islami (1954), cautions that maslahah 
must not be used at random. He maintains that the effective way to preserve Shar7'ah in its ideal form 
is to determine maslahah by the needs recognised in Shari'ah, otherwise it will be exposed to 
extraneous factors which are against the spirit of the Qur'an and Sunnah. See in Mumisa (2002). 
92 The corresponding Qur'anic verse to support this, refer to (28: 77). 
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As soon as the scope within the essentials has been fulfilled, the corporations may 
strive for the second level, the complementary (häjiyyat) which is deemed beneficial 
to remove difficulties, even though it may not pose a threat to the very survival of 
normal order (Kamali 1999). For example managers who have fulfilled their 
essentials level may want to further extend their social responsibility commitment. In 
this instance, the essential needs of employees such as fair pay and a safe workplace 
can be further extended to include continuous training and enhancing human quality 
programmes. The latter is not really essential in the sense that if managers neglect 
this kind of commitment, it will not pose a severe destruction to the employees. 
However, if the managers assume such a responsibility it is a fulfilment of the 
complementary interest that will advance the intellectual well-being (knowledge and 
skills) of the workers. 
In some cases, such effort can sometimes be considered as the essentials (maslahah 
darüriyyät). For example, Islamic banking institutions need to provide adequate 
Shari'ah training to their employees concerning the Islamic financial instruments 
offered, so as to protect the interest of faith. Other examples of responsibility that may 
be regarded as part of the complementary interest include refraining from being 
involved in: the trading with or manufacturing or selling of tobacco and alcohol so as 
to prevent its consumption which affects the health of the public; the trading with, or 
manufacturing or selling of pornographic magazines and videos which may promote 
indecent behaviour of the public. 
The highest level in the pyramid of nraslahah is the principle of embellishments 
(tahsiniyy&). Within the ambit of the embellishments, the corporations are expected 
to discharge their social responsibilities by engaging in activities or programmes that 
may lead to improvements and attainments of perfections of public life conditions. 
Involving in charity or giving donations to the poor and needy; providing scholarships 
to the less fortunate students and providing sufficient, correct and clear information or 
advertisement regarding products offered to customers are some of the examples of 
CSR commitment with respect to achieving the embellishments for society. 
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On the whole, the pyramid of inaslahah implies the need for corporations to engage 
and manage their businesses and CSR activities according to priorities. These 
priorities evolved from a deep understanding of the objectives of Shari'ah such that 
preservation of interests (niaslahah) is dealt with according to the different levels of 
importance and severity of consequences. For example, one must not focus on 
attaining embellishments while jeopardising the essentials. Similarly, one must not be 
obsessed with the attainment of benefits to the extent of creating harm or inflicting 
injury to others. The discussion of the harm prevention principle, which is pertinent to 
our discussion of implications of maslahah to CSR, is further elaborated in the section 
to follow. 
3.4.3 The Principle of Harm Prevention in Islam 
The concept of maslahah entails the understanding of the Islamic principle of harm 
prevention. Essentially, the principle states that while engaging in the economic and 
business activities, a firm is prohibited from inflicting injury or causing grief to others 
(Zuhrah 1958; Sarker 1999). Generally, there are two major Shari'ah axioms imbued 
in the principle of harm prevention. One is the removal of hardship (raf' al-haraj) and 
the other is prevention of harm (daf' al-darar). This concept occupies a central 
position in the framework of protection of social interest as enshrined in the principles 
of maslahah, particularly in averting social harm (Kamali 1989a). As such, a 
discussion of CSR from the Islamic view point will be futile if such an important 
framework is undermined. 93 
Islamic scholars broadly classify harm or damage into two types: the first type is the 
harm or damage which occurs as a result of a deliberate action by a person to inflict 
93 This principle is based on an authentic hadith narrated by Ibnu Majah and ad-Daaruquti and others 
on the authority of Saad bin Malik Al-Khudari, who mentioned that the Messenger of Allah (phuh), 
said: "laa dharara Iva la dhirar", meaning that there should be neither harming nor reciprocating harm 
(Al-Bugha and Misto 1998). According to Al-Bugha and Misto, 1998 in quoting As-Suyuuti based on 
his book `al-Ashbaah wan Nazhooir', this hadith is very significant as it embodies the fundamental 
principles and maxims of Islamic jurisprudence. Among the fiqh arguments deriving from this hadith is: 
If someone has caused damage to another party's property, it is not permissible for the affected party to 
retaliate by damaging the property of the person. This is because such action is deemed to aggravate 
the damages without any benefits in return, hence it is harmful. The alternative is paying compensation 
to the same value of the damaged property so as to avoid further harm to the property of the owner. For 
details, refer Al-Bugha and Misto (1998) and Zuhrah (1958). 
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other parties or entities (e. g. environment). The second type is an action by a person 
with a solemn intention and permissible by Shari'ah; albeit in good faith, his action 
may directly or indirectly cause harm to other parties. While the former is strictly 
prohibited or haräm, the latter has to be examined in varying degrees and in a various 
contexts to determine whether the action is permissible or otherwise (Zuhrah 1958; 
Al-Bugha and Misto 1998). 
The study on the principle of harm prevention together with the concept of maslahah 
has been a subject of wide discussion in the field of Islamic jurisprudence. A number 
of Islamic legal maxims were derived from this. For the purpose of this study, we 
simplify the discussion by providing a summary of Islamic maxims which derived 
from the concept of harm prevention. Table 3.2 summarises some of the most 
important Islamic legal maxims which are relevant and significant to our discussion 
on CSR. Examples of their application to various CSR related issues are also provided 
in the corresponding column to further illuminate our understanding of the maxims. 
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Table 3.2: The Framework of Harm Prevention in Islam 
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Islamic Maxim Description Examples of Application 
Harm is repelled as Any potential harm to the society has to Dumping toxic waste as a form of 
far as possible. be prevented as much as possible. This externalising a firm's cost to society 
resembles the proverb 'prevention is must be averted, such that it must 
better than cure'. It is easier to prevent not even be considered as an option 
something from happening rather than for cost-minimising strategy. 
treating it when it has already 
happened. 
Harm is put to an Any harm must be stopped or If a firm is found disposing its 
end. abolished. It is obligatory to remove the harmful waste (toxic) in a residential 
harm and try to rectify the damage. area, such an act must be stopped. 
If the public suffers health problems 
as a result of such an act, the firm 
must take the responsibility and pay 
compensation accordingly. 
Harm cannot put to In an attempt to remove harm or In avoiding risky investments which 
an end to by its damage, it must not invoke another may harm the shareholders' fund, 
like. type of harm either in the same degree managers must not instead invest in 
of harm or worse. illegitimate activities (based on 
Shari ah viewpoint), albeit higher 
returns. 
Severe damage is If harm or damage is unavoidable, the In the event where a banking firm 
avoided by a strategy is to choose the lighter has no other option except to reduce 
lighter damage damage between those two. Another a certain number of employees or 
similar maxim is that the smaller of two close branches in order to remain 
harms is chosen. sustainable, it may do so because 
the damage of a collapsed bank is 
more severe than the suffering of the 
few workers. 
To repel a public One has to succumb to the damage Avoiding of financing companies that 
harm a private which is private in nature in order to manufacture illicit drugs or activities 
damage is prevent social harm. In other words, a detrimental to public consumption is 
preferred firm's operation should be biased in deemed necessary even at the 
favour of society if two harmful acts are expense of undermining individual 
conflicting. profits. 
The repealing of If there is a conflict between harm and A bank should avoid financing 
harm is preferred benefit, it is obligatory to repeal or lift activities, which might be perceived 
to the attainments the harm first even if by so doing it will as productive in terms of profits or 
of benefits. remove the benefits. This is because supposed to satisfy some demand 
harm can easily spread and cause (e. g. pornography, gambling, 
severe damage, and hence priority prostitution, promotion of alcohol, 
ought to be given to the aversion of etc. ), but nevertheless contain 
harm over attaining benefits. elements which may severely 
damage and bring harm to the 
societ , moral, 
health, etc. 
Harm must not be Anything which may cause harm must An Islamic firm which acquires 
sustained be abolished regardless of whether it is another firm must cease any 
old or new. It implies that any preceding illegitimate business activities or 
harm must not be allowed to continue contracts (e. g. investment in alcohol 
although circumstances which originally business, gambling etc. ) which the 
cause such harm might have changed. latter used to operate. 
The Islamic legal maxims extracted for this study on CSR (as depicted in Table 3.2) 
were originally taken from the Majallah al-Ahkam a1-'Adliyyah (the Civil Code of the 
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Ottoman Empire 94 . The Majallah comprises of 
851 articles arranged in an 
introduction and sixteen books. The introduction part of the Majallah consists 100 
articles dealing with Islamic legal maxims. However, this study only chooses those 
maxims that are relevant to the discussion of the concept of harm prevention within 
the framework of CSR. 
The Majallah reinforces the idea that man is a social being and that social life and 
responsibility is integral to him especially in the commercial dealings or transactions 
(Bakar 2000). The first article of the Majallah clearly states that, "In view of the fact 
that man is social in nature, he cannot live in solitude like other animals and is in 
need of mutual cooperation with his fellow men in order to promote a high 
civilization" (Majallah-al-Ahkam 2001). Acknowledging the fact that, by nature man 
is selfish, the Majallah further reaffirms the need of Shari'ah to maintain order and 
justice, especially in balancing between the rights of individuals and the rights of 
society i. e. harmonising self-interest with social interest. Therefore, in the light of the 
principle of harm prevention, corporations must always take into consideration social 
responsibilities, to avoid business practices that are detrimental to the well-being of 
society at large. 
3.5 ISLAMIC PERSPECTIVES ON THE STAKEHOLDER THEORY 
As discussed in Chapter 2, the stakeholder theory has been used extensively to 
illuminate the constructs of CSR. To recapitulate, the theory delineates CSR by 
emphasising on a firm's responsibility to a broader circle of stakeholders. It shifts 
from the traditional `shareholder value centred' in favour of a corporate responsibility 
that looks after the interest of a wider circle of stakeholders including employees, 
customers, consumers, investors, local communities and others. In one sense the 
`'' The Majallah is the Civil Code of the Ottoman Government promulgated in 1876. The compilation 
of the civil code is based on Shari'ah principles. Although it is comprehensive in delineating certain 
Islamic jurisprudence principles, the Majjalah, however, does not contain all the provisions of civil law 
(e. g. one branch of law pertaining to family law was left out). The very purpose of compiling this code 
is aimed at preparing a book on juridicial transactions which would be correct, easy to understand, free 
from contradictions, embodying the selected opinion of the jurists and easily readable for everyone. 
Among the subjects covered include sale (bay'), hire (ijärah), guarantee (kafälah), transfer of debt 
(hiwalah), pledges (rahn), trust and trusteeship, gifts (hibah) etc. See Bakar (2000) and Majallah-al- 
Ahkam (2001). 
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stakeholder theory is a more elaborate model of the appropriate considerations to 
determine what actions will be instrumental in making the firm more effective in 
fulfilling its CSR. However, in an attempt to strategically manage the various 
stakeholder groups, many Western scholars are lacking in consensus on how to 
construe a firm's duties towards stakeholders without dismissing the moral and ethical 
components, i. e. the normative accounts. They also find it difficult to draw a line 
between who really is an actual stakeholder and who is not. 
3.5.1 The Moral Grounding Impediment to the Western Stakeholder Theory 
Many Western writers including Burton and Dunn (1996), Calton and Kurland (1996), 
Phillips (1997), Argandona (1998), Gibson (2000) and others, try to justify the 
stakeholder theory using various normative foundations. However, such attempts have 
received a lot of criticism for lacking a solid foundation, particularly concerning the 
diverse moral and ethical standards adopted in construing a firm's duties to its 
stakeholders, and also for lacking a coherent justification framework - problems of 
identifying who is and who is not a stakeholder in a moral sense. On the other hand, 
there are those who simply oppose the endeavours to explain stakeholder theories 
based on moral or ethical theories. These writers argue that corporations should be 
allowed to construe their duties and interests to the stakeholders along virtually any 
line they wish95. 
In general, although there is a universal concern for moral processes and outcomes, 
based on the view that claims of stakeholders have intrinsic worth, there is little 
agreement on what these moral processes and outcomes should be (Jones and Wicks 
1999). Put another way, the normative core of the stakeholder theory is widely seen to 
be moral in nature, but the source of that morality is not settled, and debates on its 
sources still continue without a definite end. 
95 See detailed discussion in Goodpaster (2001), Humber (2002). 
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3.5.2 An Islamic View of the Stakeholder Approach 
The Islamic framework of the stakeholder theory to the contrary, provides a more 
enduring and solid justification regarding who can qualify as a stakeholder and what 
are the rights and responsibilities that both firms and their various stakeholders may 
assume. This framework is firmly established in Islamic principles of property rights 
and contracts. According to Iqbal and Mirakhor (2003; 2004) and Iqbal and Molyneux 
(2005), a stakeholder is defined as the one whose property rights are at stake or at risk 
due to voluntary or involuntary actions of the firm. This implies that the firm is 
expected to preserve property rights of not only the shareholders but also those who 
have participated in the process of acquiring or earning the firm's property, and those 
who could be threatened as a result of the firm's operation. They also posit that any 
group or individuals with whom a firm has any explicit and implicit contractual 
obligations qualifies as a stakeholder even though the firm may not have formal 
contracts with them through mutual bargaining. 
Indeed, the Islamic framework of contract places equal emphasis on obligations 
arising from both explicit and implicit contracts. The former is clearly stipulated in 
the Islamic law of contracting that normally includes provisions that seek to protect 
the interest of parties involved in transactions. However, the law cannot take into 
account all the externalities incurred as a result of the firms' operation. In this respect, 
Islamic framework of contract and property rights obligates firms to honour the 
implicit contracts or `unwritten codes of conduct' to the various stakeholders who 
might be affected by the firms' actions (Iqbal and Molyneux 2005). Some of the 
examples of implicit contracts include firms' commitment to the local community, 
fair wages, equal opportunities and job security for employees, and fair prices and 
continuing services for consumers (Obaidullah 2004). In other words, it is an 
obligation on the firm to preserve sanctity of implicit contracts by recognising and 
protecting the property rights of all relevenat stakeholders such as customers, 
consumers, suppliers, employees and local communities. These property rights by 
and large are granted and preserved by Shari'ah to promote social order and economic 
development (Iqbal and Mirakhor 2004). 
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The firms must not violate in any way the property rights of those with whom they 
interact. For example, Islam recognises `self-interest' and permits `profit-motive' as 
these are natural motivating forces in all human life. But self-interest has to be linked 
to the overall concepts of goodness and justice, which require the preservation of 
society's well-being and interests. In other words, firms may strive to maximise their 
shareholder's wealth as long as they do not create a situation that is socially disruptive 
or in violation of the norms of Islamic justice. This in fact contradicts the doctrine of 
self-interest idealised in neoclassical economics. 
These arguments are parallel to the earlier writings by scholars like Chapra (1985, 
1992,2000); Metwally (1997); Kuran (1995) and others, who correctly assert that 
while Islam recognises private ownership extending to various means of production, 
the right of private ownership in Islam is however, not absolute and unconditional. 
The reasons are twofold: Firstly, private ownership in Islam is subject to the interest 
of the community. Secondly, with regard to the means of acquiring ownership or 
property rights, Islam totally prohibits earning income through illegitimate means 
such as production and sale of alcoholic substances and pig products, usury, gambling, 
black marketing, dispute, deceptive purchases, any form of hoarding and conducting 
business in the manner harmful to the cause of the people. 
Moreover, since the Islamic concept of justice denotes a balance of the forces of 
equilibrium, a firm with a better financial position has the moral commitment and 
social responsibility to be concerned with the less-fortunate segment of society, like 
the poor, by paying compulsory zakah and/or giving voluntary donations (sadägah). 
Similarly, appropriate measures should be taken for safety and security in workplaces, 
particularly in protecting the interest of the employees. According to Islam, the 
technique of "cooperative forces" and not the technique of "opposites" should be used 
in achieving the equilibrium in different fields (Metwally 1997)9G. Hence, the Islamic 
framework of stakeholder strives for a balanced and harmonised interest of various 
')" Metwally's argument corresponds to the Qur'anic text which emphasises on mutual cooperation. Refer to (Qur'än, 4: 29). 
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stakeholder groups based on the moral and ethical principles enshrined in the Divine 
guidance or Shari'ah. 
Consequently, the Islamic norms and values that characterise each organisation will 
have an effect on whether and how the concept of the stakeholder might be used, 
particularly in managing CSR activities. In this sense, there is a normative core 
grounded to the Islamic moral and ethical principles for the use of the stakeholder 
concepts. Thus, the Islamic principles provide a coherent justification framework 
particularly in solving the problems of identifying who is and who is not a stakeholder 
as well as recognising and justifying the rights of different stakeholders which many 
of the humanistic-based moral theories fail to make sense. 
3.5.3 Managing Conflict Among Stakeholders 
With respect to managing diverse expectations and interests, the Shari'ah provides a 
framework for managers to resolve problems arising from the potential conflicting 
responsibilities towards the various stakeholders. In particular, the pyramid of 
maslahah, together with the concept of harm prevention, which we have previously 
described, serve as a viable and effective model to devise a decision framework for 
making any trade-offs between the interests of various stakeholder groups, namely, 
shareholders, suppliers, employees, consumers, members of the public or anyone else 
who might qualify as a stakeholder97. 
In the event of a conflict arising between the various interests of stakeholder groups, 
the principle of interests as reflected by the pyramid of maslahah, together with the 
Shari'ah axioms such as the removal of hardship (raf' al-haraj) and prevention of 
harm (daf' al-darar) apply. These two principles are integral to the general concept of 
maslahah, as mentioned before. 
Drawing from these Islamic jurisprudence tools, Al-Qaradawi (1998,2001) further 
explains that in the event of a conflict arising from various categories of interest, the 
97 Many Western scholars like Donaldson (1995,1999), Boatright (1993) and others have noted that 
constructing a model to devise a principle for making trade-offs among the stakeholder groups is the 
toughest problem of ethics that usually emerged. 
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lesser of these may be sacrificed in order to protect a higher interest; and an interest of 
a private nature is sacrificed for the sake of common interest while the owner of the 
private interest is to be compensated for his loss. Also, in cases of plurality of 
conflicting interests where none appears to be clearly preferable, then prevention of 
evil takes priority over the realisation of benefit98. In the event of conflict between 
interests and harm, Al-Qaradawi asserts that the two have to be examined carefully in 
terms of their size, effect and duration. A slight evil or harm should be forgiven for 
the sake of realising a major interest or benefits. A temporary evil should be forgiven 
for the sake of realising a long-term or permanent interest. Even a great evil should be 
accepted if its elimination would lead to a greater evil. However in normal conditions, 
the avoidance of evil or prevention of harm should take precedence over the 
realisation of interest. 
As a case in point, the natural conflict between profits maximisation and social 
responsibility doctrines may need to be carefully evaluated based on both principles 
of maslahah and harm prevention respectively. In the event that a company needs to 
retain profits for survival while reducing amounts of donations and contributions to 
the public, the prevention of harm and removal of hardship principles may be applied 
in this context, in the sense that retaining profits for survival is inevitable for 
sustainability and survivability of the corporation. 
A similar framework may be applied in the case of physical health of a community at 
stake when a corporation decides to externalise its costs by emptying toxic wastes 
near residential sites. In this context the prevention of harm principles prevail insofar 
as the rights of the community for their life protection should be protected, even at the 
expense of the shareholders' value, i. e. reduction in the profits of the company due to 
increase in costs. Another example is when the interest of the firm conflicts with that 
of the state, which represents the community as a whole; the firm must give in to the 
interest of the state. This is also one of the guiding principles of Shar 'ah which 
"$ Refer again to the Table 3.2 for examples of application for each Islamic maxim. See also detailed 
discussion in Al-Qaradawi (1998), (2001). 
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decrees that private interests of a firm or individual should be secondary and 
subservient to that of the community as a whole. 
Therefore, both the pyramid of inaslahah and the harm prevention principle can 
contribute towards the establishment of guidelines for moral judgements or normative 
approach in stakeholder analyses and management. They also serve as viable models 
to devise principles for making trade-offs between the interests of shareholders, 
suppliers, employees, consumers, members of the general public, or anyone else who 
might qualify as a stakeholder. The framework also allows the managers to weigh and 
balance the interests at stake so that the obligations of CSR can be realised without 
causing harm or inflicting injury to any party. 
3.6 SUMMARY AND CONCLUSION 
This chapter provides Islamic alternative views to the Western theoretical constructs 
of CSR. The Islamic worldview stands in stark contrast to many Western 
philosophical constructs and other theoretical justifications of CSR since it takes 
social responsibility in a holistic view that ultimately grounds Muslim moral and 
ethical judgements to Islamic principles of Shari'ah. The Islamic worldview as 
discussed within the context of the God-consciousness (Tagwa) paradigm, the 
objectives of Shari'ah (Magdsid), and the principles of inaslahah serve as a 
foundation for understanding the position of Islam on CSR. The implications of these 
principles to CSR are also discussed in detail so as to provide some insights into how 
Islam perceives the issue of CSR in a holistic and dynamic way, taking into 
consideration the reality and ever changing circumstances. In particular, the pyramid 
of maslahah together with the principles of harm prevention provide a framework for 
managers to manage any potential conflicts arising from diverse expectations and 
interests of stakeholders, especially with respect to the issue of CSR. To conclude, the 
concept of CSR is not a subject alien to Islam, as it is deeply inscribed in Shari'ah. 
Therefore, any firm that claims to base its operation on Shari'ah principles should 
naturally practise CSR as it enshrines the true spirit of Islam. The next chapter will 
discuss further the relevance of CSR to Islamic banks as full-fledged Shari'ah firms. 
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Corporate Social Responsibility: Implications for 
Islamic Banks 
4.1 INTRODUCTION 
This chapter relates CSR to Islamic banking -a phenomenon based on ethics and 
social responsibility as defined by Shari'ah. It should be interesting to examine the 
social responsibility of Islamic banks vis-ä-vis CSR which derives its ethical 
framework from secularist and relativist morality. The rapid growth of Islamic 
banking since its inception in the mid-1970s, has witnessed a growing concern and 
interest towards establishing a more viable, robust and competitive Islamic banking 
system that may eventually become the best alternative to the conventional system in 
the future. There are over 265 financial institutions world-wide with capitalisation in 
excess of USD$13 billion and assets of over USD$262 billion which adhere to 
Islamic banking and finance principles, operating in about 50 countries encompassing 
most of the Muslim world, along with Europe, North America and various offshore 
locations (Aljazeera 2003). The chapter starts with a brief introduction to Islamic 
banking, its characteristics, structure and philosophy, before discussing various 
aspects of CSR of Islamic banks in the following section. The final section briefly 
reviews previous studies on Islamic banking, especially on stakeholders' perceptions 
towards Islamic banking in general and towards social responsibility commitment in 
particular. 
4.2 ISLAMIC BANKING: ITS PHILOSOPHY AND MODALITIES 
To understand Islamic banking in its entirety requires a full comprehension of its 
objectives and philosophy. As a Shari'ah-oriented business entity, the Islamic bank is 
vigorously expected to be guided by the philosophy of Islamic business. Haron (1996) 
gives two reasons for establishing the right philosophies for any Islamic bank. First, 
the philosophies will be used by the management or policy makers of the banks in the 
process of formulating corporate objectives and policies. Secondly, these philosophies 
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serve as an indicator as to whether the particular Islamic bank is upholding true 
Islamic principles. 
Essentially, the philosophy of Islamic banking can be fully understood in the context 
of the overall Islamic economic system". Islamic banking is supposed to operate 
within the ambit of Shari'ah that prescribes specific patterns of economic behaviour 
for individuals and society as a whole (Khan and Mirakhor 1987). Therefore, Islamic 
banking is much more than just refraining from charging interest and conforming to 
the Shari'ah requirements on offering Islamic financial products. It is a system which 
aims at contributing to the fulfilment of the socio-economic objectives and the 
creation of a just society (Siddiqui 2001; Haron and Hisham 2003; Hassan and Musa 
2003). In the process of conducting business, Islamic banks seek to bring about a 
lasting balance between earning and spending in order to achieve a betterment for the 
whole community (Haron 1995). 
Many Islamic banking scholars, including Chapra (1985,1992), Ahmad (2000), 
Mirakhor (2000), Warde (2000), Lewis and Algoud (2001), and Iqbal and Molyneux 
(2005), assert that although Islamic banks perform mostly the same functions as 
conventional banks, they do this in distinctly different ways. In their views, some of 
the salient features of Islamic banking and finance which make it distinct and unique 
from its conventional' counterparts include: firstly, Islamic banking strives for a just, 
fair and balanced society as envisioned by the Islamic economics. Hence, the many 
prohibitions (e. g. riba, gharar, maisir, etc. ) are to provide a level playing field to 
protect the interests and benefits of all parties involved in market transactions and to 
promote social harmony. For example, the prevailing practice of interest in the 
conventional banking system involves injustice to the borrowers since the interest on 
their loans have to be paid irrespective of the outcomes of their business. Similarly, 
interest contracts can be unjust to the lenders especially when their returns on deposits, 
99 The Islamic economic system and its characteristics has been extensively discussed by prominent 
Islamic economists. See, for examples, Chapra (1985), (1992), Ahmad (2000), Chapra (2000a), 
(2000b), Siddiqui (2001), Naqvi (2003). 
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which have been channelled by the banks to the entrepreneurs, do not commensurate 
the actual performance of the investmentloo 
Secondly, Islamic banking is constructed upon the principle of brotherhood and 
cooperation which stands for a system of equity-sharing, risk-sharing and stake-taking. 
It promotes such sharing and cooperation between the provider of funds (investor) and 
the user of funds (entrepreneur). Thirdly, as a system grounded on the ethical and 
moral framework of the Shari'ah, Islamic banking is also characterised by ethical 
norms and social commitments. There is a moral filter based on the definition of halal 
(permissible) and haram (prohibited and undesirable) operating at different levels, 
carving the conscience of entrepreneur and firm, promoting a positive social climate 
for society, and providing an expedient legal framework. Accordingly, Islamic banks 
cannot finance any project which conflicts with the moral value system of Islam such 
as financing a brewery factory, a casino, a night club or any other activity which is 
prohibited by Islam or known to be detrimental to society. 
Fourthly, Islamic banking is community oriented and entrepreneur-friendly 
emphasising on productivity and physical expansion of economic production and 
services. Hence, it shifts from the predominant practice of focusing on financial 
collateral or financial worth of borrower to entrepreneur's trustworthiness and project 
viability and usefulness. This feature has important implications for the distribution of 
credit as well as the stability of the system. Finally, Islamic banking operates within 
the limits that ensure stability in the value of money and curtail destabilizing 
speculation. This is particularly true especially when the monetary flows through 
Islamic financial modes are tied directly to the flow of goods and services. Hence, 
there is limited space for a sudden and mass movement of funds as compared to the 
flow of interest-based short-term funds. 
100 The injustice is more apparent in most of the underdeveloped world, where the borrowers are large 
companies and the lenders are usually small savers. Here, banks normally collect the savings of all 
small depositors and channel them to the industrialists who may earn a rate of 50-100 percent profit but 
pay back only 10-15 percent in the rate of interest. For a detailed illustration, see in Iqbal and 
Molyneux (2005). 
75 
Chapter 4 Corporate Social Responsibility: Implications for Islamic Banks 
4.2.1 The Idealised Model of Islamic Banking 
Ideally the revolutionary departure of Islamic banking from the conventional system 
is exemplified by a vision to move from a debt-based financial intermediary to an 
equity based and risk-sharing arrangement (principally muddrabah and mushiirakah 
contracts). In other words, an ideal Islamic banking model is reflected through its 
balance sheet structure that is dominated by profit-loss-sharing (PLS) on both the 
assets and liabilities sides (Chapra 1985; Siddiqi 1985; Chapra 2000b; Siddiqui 2001; 
Rosly and Bakar 2003). In such arrangements, it is believed that the depositors who 
share the risk with the bank on the liabilities side will naturally absorb any adverse 
outcomes on the assets side of the bank's balance sheet. The value of the depositors' 
funds represents the real assets value of the banks. Thus, Islamic banking theoretically 
is deemed to be a good alternative to the conventional system due to its robustness 
and the potential stability that the system may provide (Khan and Mirakhor 1987; 
Siddiqui 2001). 
The mainstream Islamic economists, including Siddiqi (1983,1985), Ziauddin Ahmad 
(1984), Chapra (1987,2000b), Ahmad (2000), Siddiqui (2001), and Rosly and Bakar 
(2003) even go further to argue that PLS is the only principle representing a true spirit 
of the Islamic banking system which departs significantly from the interest-based 
system. Although they do not fully negate the use of Shari'ah permissible debt-based 
contracts alongside the equity-based contracts, they do assert that the socio-economic 
objectives including social justice, economic growth, efficiency and stability which 
the Islamic economics seeks to achieve can only be attained by fully resorting to 
equity-based contracts'01. Henry and Wilson (2004) describe this group of Islamic 
economists as the `purists', who tend to overemphasise the equity-based contracts 
over debt-based instruments. This group stresses that ethical and socialised Islamic 
banking should embrace risk-sharing and value-addition activities rather than 
depending on fixed-income instruments like murübahah and ijýirah which resemble 
the conventional loan, as they secure the seller a margin and capital without assuming 
101 See, detailed arguments in Siddiqi (1983), Ahmad (1984), Siddigi (1985), Chapra (1987), Khan and 
Mirakhor (1987), Ahmad (2000), Chapra (2000b), Siddiqui (2001), Rosly and Bakar (2003). 
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significant market risks. Hence, according to them, the avoidance of risk-taking and 
value-addition to the financial contracts removes morality from the banking business, 
1 02. since the bank gets the most out of the loan-like deal 
4.2.2 Anomalies in Islamic Banking Practices 
Despite the strong tendency in the literature to emphasise theoretical superiority of 
Islamic banking based on PLS over conventional banking, the practices of Islamic 
banks are found to diverge in important ways from the intellectual doctrines 
underpinning their role in the economy. Almost all Islamic banks across the globe 
today resort to the second line fixed return techniques including muräbahah (cost-plus 
sale), bai' bithanzan 'ajil (deferred payment sale), bai' al-salam (purchase with 
deferred delivery), bai ' al- istisna' (commissioned manufacturing), and ijürah 
(leasing), etc1Ö3. Critics of Islamic banking point out several anomalies in the current 
Islamic banking practices. The following synthesises some of the salient critiques: 
Firstly, many techniques that the Islamic banks are currently practising are not in full 
conformity with the spirit of Shari'ah. This is particularly true in the case of `buy back 
on mark-up' which is not in keeping with the strict conditions on which murclbahah 
and bai' mu'ajjal are permitted. This relates to the fictitious dealing of banks that do 
not actually buy, possess, sell and deliver the goods as stipulated by the Shari'ah. 
Instead, the banks are compelled to play tricks by signing a number of legal 
documents of purchase, sale and transfer (Zaman 1994). The deal ensures a 
predetermined profit to the bank without actually dealing in goods or sharing any real 
102 On the other hand, the Islamic jurists tend to think less theoretically and deductively than the 
economists. One of the known opponents to the idea of overemphasizing the superiority of PLS is 
Ismail (2002), who argues that such argument is unfounded to any Qur'anic text and even is 
incompatible with the methodology of Shariah. He further stresses the equal importance of debt-based 
contracts in Islamic banking which have a clear indicative of permissibility, based on the verses of Al- 
Qur'an. For a detailed discussion, refer to Ismail (2002). See also Henry and Wilson (2004) and Yousef 
(2004). 
103 Observers point out that the use of PLS instruments, namely mudärabah and mushärakah financing 
have declined to almost negligible proportion. In many Islamic banks' asset potfolios, short-term 
financing, notably muräbahah and other debt-based contracts account for the great bulk of their 
investments. Yousef (2004) refers to the strong and consistent tendency of Islamic banks to utilise 
debt-like instruments in the provision of external finance as `mturfrbahah syndrome'. Also refer to 
Lewis and Algaud (2001), Kuran (2004), Yousef (2004), Iqbal and Molyneux (2005). 
77 
Chapter 4 Corporate Social Responsibility: Implications for Islamic Banks 
risk 104. Islamic banks normally practise this because they are often reluctant to 
l expose their capital to the risks involved in direct businessesos 
Secondly, by virtue of the fact that banks deal with financial contracts, they are by 
definition in the financial risk business (Greuning and Bratanovic 1999). Hence, 
Islamic banks like their conventional counterparts are exposed to a wide array of risks. 
In fact, the various Islamic modes of financing have their own risk characteristics that 
are unique to the extent that the nature and magnitude of some of the risks are 
different for Islamic banks due to the need for compliance with Shari'ah106. It is 
realised that large scale resorting to PLS instruments of Islamic banking could pose 
much more serious risks and hazards to the Islamic banks. Therefore, Islamic banks 
under the present circumstances, cannot afford to increase their risk exposure to any 
large extent. This induces Islamic banks to resolve to debt-based contracts which have 
some desirable features such as simplicity, convenience and safety (Iqbal and 
Molyneux 2005). Although the use of debt-based instruments creates difficulties of 
their own, especially when the repayments are on a deferred basis and other 
unresolved Shari'ah issues pertaining to late-payment penalty, benchmarking, etc., it 
10' The principles of muräbahah (cost-plus financing) and bai' muajjal (sale with deferred payment) are 
permitted in the Shari'ah under certain conditions. The Shari'ah assumes that the financier actually 
purchases the goods, takes possession and then sells them to the client. See details in Ahmad (1994) 
and Lewis and Algaud (2001). 
105 In the case of muräbahah transaction, one of the important prerequisites that determines the validity 
of such a contract is the requirement of taking possession on the part of the seller (bank). This requires 
the bank to bear the risks of the goods until they have been delivered to the buyer. These include risks 
related with the changes in price of the goods before sale, risks associated with the assets under which 
banks hold possession such as liability risk, defective risk and delivery risk; and the risk of the buyers' 
refusal to fulfil their promise to purchase. These risks will increase significantly the longer the goods 
are owned by the bank prior to the sale to the client. Refer to Usmani (2000). 
106 Many writers, such as Siddiqi (1983), Obaidullah (1999), Chapra and Khan (2000) and Khan and 
Ahmed (2001) assert that Islamic banks exhibit a higher degree of risk profile than conventional banks 
do for a number of reasons. First, the emphasis on PLS modes exposes banks to higher risks since the 
variation of the rate of ultimate return to the banks of their investments is greater. Secondly, Islamic 
banks suffer liquidity risk since a large proportion of their assets is in non-liquid form. Thirdly, Islamic 
banks are heavily exposed to the risk of exchange rate movements since they are not allowed to hedge 
their position. Fourthly, the unresolved Shari'ah issue on the late payment penalty on delinquent 
debtors inevitably makes the risk related to the client default or failure to pay in time relatively higher 
than conventional banking. Finally, the Shari'ah's strict requirements on the various implementations 
of Islamic modes of financing, such as taking possession on the selling of goods also expose Islamic 
banks to greater and unique risks such as ownership risks. For details, refer to Siddiqi (1983), 
Obaidullah (1999), Chapra and Khan (2000), Khan and Ahmed (2001). 
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is widely thought that such instruments are relatively less risky than the equity-based 
contracts107. 
Thirdly, Islamic banks are also criticised for not giving priority to long-terns 
development projects over short-term projects aimed at quick profits. This attitude is 
similar to that of the conventional banks that prefer short-term investments since 
banks work on the basis of small reserves and hence, must be able to liquidate their 
assets fairly quickly, if the need arises. The short-term structure of the Islamic banks' 
assets is even more pronounced with the predominance of debt-based contracts or 
fixed return modes like muräbahah and leasing on the asset side of Islamic banks' 
balance sheet. The structure of deposits on the liabilities side which is not sufficiently 
long term further accentuates the reluctance of Islamic banks to get involved in long- 
term projects. Moreover, the predominant use of debt-based contracts in the lending 
practices entices Islamic banks to adhere mainly to financial criteria such as collateral, 
creditworthiness, like the conventional banks; and hence they pay little attention to 
nonfinancial considerations (Kuran 2004). Thus, from a substantive standpoint, 
Islamic banks do not operate very differently from their conventional counterparts. 
Siddiqi (1983), Alunad (1994) Siddiqui (2001), Rosly and Bakar (2003), Warde (2000; 
2004) and others argue that a financial system built dominantly around the debt-based 
modes of financing can hardly claim superiority over an interest-based system on 
grounds of equity, efficiency, stability and growth. Even they stress that these modes 
of financing cannot be expected to remove the injustices of the interest-based system 
since they actually mimic the standard debt contract in the conventional banking 
system. Hence, according to them, these modes of financing, even though they are 
107 Dar and Presley (2000) outline some of the salient reasons for the lack of using PLS. The reasons 
stem from, (1) the inherent vulnerability of PLS contracts to agency problems (moral hazard and 
adverse selection problems) since the bank is unable to monitor the actual efforts performed by the 
borrowers; (2) the ill-defined property rights encountered by many Muslim countries; (3) severe 
competition with conventional banks that are far more established and mostly offering competitive 
products; (4) restrictive role of shareholders (investors) in management; (5) the non-existence of 
secondary markets for PLS and the unfair treatment in taxation also lead to inefficiency in funds 
mobilisation; and (6) over regulation of Islamic banks in some countries has also restricted their 
portfolios to fixed-return assets. Siddiqui (2001) further attributes the lack of using PLS to the 
widespread tendency of adopting un-ethical accounting practices to conceal true profits, high rate of 
illiteracy and many related problems prevailing in developing countries. For details, see in Dar, Presley, 
et al. (1999), Dar and Presley (2000), Siddiqui (2001). 
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approved by Shari'ah scholars, are expected to be kept at a minimum, while at the 
same time there is a need to gradually increase the number of equity-based contracts 
in the current Islamic banking practices, if the overall social welfare objectives as 
envisioned in Islamic economics are to be realised 108. This will also reduce 
scepticisms amongst the public especially the unconvinced Muslims, as well as other 
critical outsiders, who observe that Islamic banks in reality, are no different from 
conventional banks since the net result of Islamic banking operations is the same as 
that of conventional banking. 
4.3 SOCIAL RESPONSIBILITY OF ISLAMIC BANKING 
The continuous debates on whether Islamic banks should emphasise on equity-based 
contracts or debt-based contracts are essentially arguments to determine the effective 
means for achieving the desirable ends. Obviously, there is no significant difference 
among the scholars in terms of philosophy and the overall objectives that Islamic 
banks want to achieve. These philosophy and objectives entail Islamic banks to 
operate in a morally, ethically and socially responsible manner. Hence, the concept of 
CSR as discussed in the preceding chapters is important for Islamic banks whose 
objectives ought to be directed towards making brotherhood, social equality and 
equitable distribution a reality in societies. Al-Omar and Abdel-Haq (1996) indicate 
the duty of Islamic banks towards the society in which they operate by providing a 
clear expression outlined in the public statement of the International Association of 
Islamic Banks (IAIB): 
"The Islamic Banking system involves a social implication which is 
necessarily connected with the Islamic order itself, and represents a special 
characteristic that distinguishes Islamic banks from other banks based on 
other philosophies. In exercising all its banking or development activities, the 
Islamic bank takes into prune consideration the social implications that may 
log Rosly and Bakar (2003) define ethics of banking as conduct of a business, which favours a system 
of distribution that embraces risk-sharing and value-addition by participating agents. In this manner, 
according to them, the taking and receipt of interest in Islam is considered immoral as it secures a 
future stream for the lender who negates the perils of uncertainty. Hence the modes of financing like 
murabahah and ijarah which resemble the interest-based financing are also regarded inunoral since they 
operate in a similar fashion. For detailed justification of this argument refer to Rosly and Bakar (2003) 
and Rosly, Sanusi, et al. (2001). 
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be brought about any decision or action taken by the bank. Profitability - 
despite its importance and priority - is not therefore the sole criterion or the 
prime element in evaluating the performance of Islamic banks, since they have 
to match both between the material and the social objectives that would serve 
the interests of the community as a whole and help achieve their role in the 
sphere of social mutual guarantee. Social goals are understood to form an 
inseparable element of the Islamic banking system that cannot be dispensed 
with or neglected. " (p. 27)109 
This statement represents the core of what the advocates of Islamic banking expect 
Islamic banks to do in terms of social responsibility. Clearly, Islamic banks operating 
on the Shari'ah-based philosophy and principles must depart significantly from 
conventional banks that are deeply rooted to the capitalistic profit-maximisation 
philosophy. As for Islamic banks, the intense commitment of Islam to brotherhood 
and justice makes the well-being of all human beings the principal goal of Islam. This 
well-being includes both physical and spiritual satisfaction of the human personality 
encompassing the happiness in the present world and the hereafter. Therefore, 
maximisation of outputs cannot be a sufficient goal of a Muslim society, rather it has 
to be accompanied by efforts directed to ensure spiritual health at the inner core of 
human consciousness, and justice and fair play at all levels of human interaction (Al- 
Omar and Abdel-Haq 1996). Thus, while ordinary business institutions are likely to 
place profit as their primary epitome and objectives, Islamic banks have to 
incorporate both profit and social responsibility into their objectives (Ahmad 2000). 
Only endeavours of this kind would be in conformity with the objectives of Shari'ah. 
However it is ill-conceived for anyone to believe that Islamic banks are charitable or 
welfare organisations which only have concern for the unprivileged or to provide 
monetary assistance as requested (Rosly and Bakar 2003). Similarly, it is 
inappropriate for the management of Islamic banks to emphasise on the profit 
maximisation policies alone, while neglecting other social obligations (Haron 1995). 
Instead, as discussed before (see Chapter 3), Islam strives for a balance between profit 
"V' See in Al-Omar and Abdel-Haq (1996). 
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and social objectives. It is considered unjust for Islamic banks if they are unable to 
provide sufficient returns to depositors and shareholders who have entrusted them 
with their money. At the same time, Islamic banks are prohibited from making 
excessive profits at the expense of their customers or undermining and neglecting 
their social responsibility and commitments to their various stakeholders (Chapra 
1985; Ahmad 2000). 
4.3.1 Model of Islamic Banking Social Responsibility 
There are generally two dissenting views delineating the Islamic banking objectives. 
One view, referred to as Chapra's model (Lewis and Algaud 2001), sees an Islamic 
bank as having a socio-economic purpose. According to the proponents of this view 
like Sadr (1982); Siddiqi (1983,1985); Ziauddin Ahmad (1984); Ahmad (2000); 
Siddiqui (2001); Haron, 1995,2000; Ahmad, 2000; Rosly and Bakar (2003); Haron 
and 1-iisham (2003); Naqvi (2003) and others, the Islamic bank must not be solely 
profit oriented, rather it must aim at promoting Islamic norms and values as well as 
protecting the needs of Islamic society as a whole. This model places greater social 
welfare responsibilities and religious commitments upon Islamic banks in order to 
achieve the Islamic economic objectives, including social justice, equitable 
distribution of income and wealth and promoting economic development. The 
Chapra's model, therefore, is believed to be congruent with the spirit of Shari'ah and 
overall Islamic worldview. Thus, Islamic banks must promote social welfare 
programmes and activities and make more contributions towards the needy and the 
poor without undermining its commercial viability. Wahbah AI-Zuhayli, a renowned 
Shari'ah scholar also endorses the socio-economic framework of Islamic financial 
institution in his famous book Al-Figh Al-Island wa-Adillatuh, "The primary goal of 
Islamic financial institutions is not profit-making, but the endorsement of social goals 
of socio-economic development and the alleviation of poverty" (p. 350). He further 
asserts, "Islamic financial institutions attempt to link the economic and social 
development goals in a harmonised overall framework based on Islamic teachings. 
They avoid excessive speculative or untruthful transactions, which can have an 
adverse economic and social effect on the nation" (Al-Zuhayli 2003). 
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On the other hand, Ismail's framework views Islamic banks as a normal commercial 
entity which has the sole responsibility of carrying out business in a manner 
consistent with Islamic law (Lewis and Algaud 2001; Satkunasegaran 2003). The 
framework identifies that the bank's main responsibility is towards the shareholders 
and depositors, while social welfare objectives are to be fulfilled by other bodies such 
as the government. Without doubt, Islamic banks need to pay zakah as part of their 
`social contribution' while complying with the Shari'ah requirement. However, the 
use of shareholders' funds or depositors' money for other social activities, which are 
not required by the law may jeopardise the viability of Islamic banking' 10. This view 
is somehow similar to the Western neoclassical worldview, particularly Friedman's 
concept of social responsibility as discussed in Chapter 2, which contends that society 
is served by individuals pursuing their self-interest (Adam Smith's invisible hand). In 
this framework, profit maximisation is the only legitimate and overriding objective of 
a commercial institution, provided that it operates within the prescribed rules of the 
game. 
Obviously, there is no significant difference between the two models, only in degree 
and emphasis. Both essentially argue that Islamic banks ought to be socially 
responsible - one explicitly and the other implicitly. While Chapra's model puts 
greater emphasis on direct social commitment of Islamic banks, Ismail's view on the 
other hand, asserts that social objectives can be attained indirectly by the banks being 
continuously profitable, viable and sustainable. 
With these two dissenting models of Islamic banking, Lewis and Algoud (2001) argue 
that a probable consequence of the difference is that modes of operation will likely 
vary between banks in the alternative systems. In their assertion, Lewis and Algoud 
state that, "although the set of legitimate financing operations and practices is 
common to both settings and applies to all Islamic institutions, some activities may be 
preferred over others depending on the objectives". Satkunasegaran (2003) contends 
110 Dr. Abdul Halim Ismail's position on this matter was confirmed through an interview which was 
conducted on 19`I' July 2004 at 11.30 a. m. Dato' Dr. Abdul Halim Ismail, formerly with Bank Islam 
Malaysia Berhad, is also known as `the Father of Islamic Banking of Malaysia'. Presently he serves 
with BIMB Securities Sdn. Bhd. as the Executive Director. He was also recently appointed as a 
member of the National Shariah Council of Bank Negara Malaysia. 
83 
Chapter 4 Corporate Social Responsibility: Implications for Islamic Banks 
that Ismail's model of Islamic banking is probably more suitable for application in 
multi-religious countries like Malaysia, while Chapra's model would probably be 
more practical in a country where there is a large majority of Muslims who may 
subscribe to the social engineering role of a bank (Satkunasegaran 2003). An 
examination of the actual workings of Islamic banking in practice, particularly with 
respect to social responsibility commitment, should therefore be studied with these 
distinctions in mind"'. 
4.3.2 CSR Dimensions of Islamic Banking 
Although Islamic banks and Western banking and ethical institutions (e. g. HSBC, Co- 
operative Bank, Charity Bank etc. ) have dissimilar values and aspirations as they are 
operating in different philosophical constructs and environments, there are numerous 
lessons that each can gain from the other's experience. In particular, some of the 
dimensions of CSR in Islamic banks may also resemble those which have already 
been recognised in the West. Hence, this study finds that the areas and dimensions of 
CSR as proposed by many Western theoreticians and international bodies (refer to 
Figure 2.2 in Chapter 2) may well be applied to Islamic banking since most of them 
are consistent with the spirit and the teachings of Islam. Table 4.1 provides some 
selected sources from the Holy Qur'an and the sayings of the Prophet to substantiate 
our claim. 
For a detailed discussion of the different models of Islamic banking, refer to Lewis and Algaud 
(2001). 
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Table 4.1: Islamic Perspectives on CSR Practices 
Corporate Social Responsibility: Implications for Islamic Banks 
Western Guidelines to CSR The Selected Corresponding Sources from the Qur'an and 
Practices Hadith of the Prophet 
1. Human Rights Dimension "I have made oppression unlawful for Me and for you, so do 
not commit oppression against one another" Sahih Muslim, 
Vol. 3 Hadith No. 6254. 
" "help thy brother whether he is the oppressor or the 
oppressed i. e. if he is an oppressor he should prevent him 
from doing it, for that is his help and if he is oppressed he 
should be helped (against oppressor)" Sahih Muslim, Vol. 3, 
Hadith No. 6246 
2. Human Resource Dimension "Your employees are your brethren upon whom Allah has 
given you authority. So if one has one's brother under his 
control, one should feed him with the like of what one eats 
and clothe him with the like of what one wears. You should 
not overburden him with what he cannot bear, and if you do 
so, help him in his job. " Sahih Muslim Vol. 3, Hadith No. 4093 
" "Allah (SWT) says: "I will be an opponent to three persons on 
the Day of Judgement: One who makes a covenant In My 
Name, but he proves treacherous, One who sells a free 
person (as slave) and eats the price, and one who employs a 
labourer and gets the full work done by him but does not pay 
him wages" Sahih al-Bukhari Vol. 3: Hadith No. 2 
3. Environmental Dimension "And when he goes away, he strives throughout the land to 
cause destruction therein and destroy crops and animals. 
And Allah does not like mischievous act. (Al-Qur'an 2: 205) 
" "And do no mischief on the earth, after it has been set in 
order, but call on Him with fear and aspiration. Indeed the 
mercy of Allah is near to the doers of good. (Al-Qur'an 7: 56) 
4. Philanthropic Dimension "And fear Allah as much as you can, listen and obey; and 
spend in charity for the benefit of your own souls. And those 
saved from the covetousness of their own souls; they are the 
ones who achieve prosperity. " (AI-Quran 64: 16) 112 
" "Every Muslim must pay sadaqah (charity). The companion 
asked, "What about someone who has nothing to give? " The 
Prophet replied, "Then let him do something with his two 
hands and benefit himself. That will be charity. " The 
companion asked, "But what if he cannot do that? " The 
Prophet replied, "Then he can help someone who is needy. " 
Again they asked, "But what if he cannot do that? " The 
Prophet replied, "Then he should enjoin the doing of good. " 
Still again they asked, "But what if he cannot do that? " The 
Prophet replied, "Then he should give respite from evil, for 
that is a form of charity. " AI-Bukhari's Adabul Mufrad, Hadith 
No. 225. 
The following further elaborates the salient features of various dimensions of CSR of 
Islamic banking which are integral to the Islamic principles and values as enshrined 
by Shari'ah: 
112 There are at least 64 different verses of the Quran, in which Allah mentions the virtues and 
importance of charity and philanthropic effort. See in the Qur'an (2: 43,83,110,177,215,263,264, 
270,271,273,274,276,277,280; 4: 77,114,162; 5: 12,45,55; 7: 156 etc. ) Also refer to Al-Bul: hari 
(1980), (1997). 
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4.3.2.1 Promoting Financial and Social Inclusion 
As mentioned earlier, one of the distinguishing characteristics of Islamic banking is 
the prohibition of interest in all its forms. It is generally agreed that prohibition of 
interest has an intrinsic Islamic value that promotes justice, brotherhood, social 
equality and equitable distribution. In this regard, Islamic banks should guarantee the 
participation of every segment of society. In particular, the replacement of interest- 
based financial intermediation by PLS modes of financing should promote financial 
and social inclusion as opposed to the emerging financial exclusion which is 
becoming a common phenomenon in most developed countries. Khan (1994) asserts 
the fundamental role that can be played by Islamic banks in rural development by 
using PLS mechanisms such as mobilising rural savings, financing agro-based 
industries, extending credits to agricultural and livestock farmers by refinancing 
private corporations and financing private corporations involved in the development 
of infrastructural projects like road, water supply schemes, energy projects etc. so as 
1 ý3. to enhance social inclusion amongst the rural poor 
4.3.2.2 Promoting Small and Medium Entrepreneurship 
In addition to its potential of advancing social inclusion, Islamic banking may also 
help in promoting small and medium entrepreneurship. Unlike conventional banks 
with their collateral-based lending, favouring more established businesses and 
corporate customers, Islamic banks on the other hand, with their emphasis on PLS 
instruments or collateral-free partnership finance, are compatible with the needs of 
promising small and medium size entrepreneurs (also sometimes referred to as micro 
entrepreneurs) (Al-Harran 1999)114. In this regard, small entrepreneurs with viable 
projects that are normally shunned by conventional lending institutions because of 
insufficient collateral might be perceived otherwise by Islamic banks. Therefore, 
113 For a detailed illustration on the mechanism used, refer to Khan (1994). 
114 Al-Harran (1990) contends that the ideal operation of the Islamic bank is to emphasise the project 
viability and usefulness together with the intrinsic trustworthiness of a person while placing collateral 
at a very minimum significance. As such, the small saver, investor, trader and producer become more 
important, rather than merely focusing on individuals who are financially well-off or with collateral 
worthiness. For example, the experience of Sudanese Islamic Bank (SIB) in implementing the 
mushärakah financing concept to small rural farmers in Sudan has proven without doubt that such 
profit-loss sharing technique is applicable and can bring benefits to the rural community. For details 
refer to Al-Barran (1990). See also Akhtar (1996). 
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according to Haron (1996), the Islamic banking system will become an efficient 
model in mobilising and allocating resources in the economy as a result of the interest 
elimination and the profit-sharing concepts. Entrepreneurs, for example, by 
associating themselves with Islamic banks will become more ethical in conducting 
their business in such a way that funds will be used properly and the sense of 
selfishness is reduced considerably (Haron 1996). 
Moreover, as it promotes entrepreneurship through long-term financing, Islamic 
banking could be expanded to cater for the needs of the poor especially through 
microfinance initiatives. In fact, many writers such as Al-Harran (1990,1996,1999), 
Akhtar (1996,1998), Dhumale and Sapcanin (1998), Ahmed (2001), and others, 
believe that there is a great potential for Islamic banking to be involved in 
microfinance programmes to cater for the needs of the poor who usually fall outside 
the formal banking sector. Islamic banking can apply diverse financial instruments 
together with other available mechanisms such as zakah, charity and waqf which can 
be integrated into microfinance programmes to promote entrepreneurship amongst the 
poor and subsequently alleviate poverty' 15. For example, Bank Islam Malaysia Berhad 
(BIMB) is involved in micro-lending schemes through direct and indirect lending to 
the Foundation for Development of Islamic Economy in Malaysia (YPEIM), 
pawnbroking project finance, and through disbursement of zakah and sadaqah (Akhtar 
1998). 
115 Much of the literature on Islamic microfinance initiatives asserts the potential of Islamic banking 
involving in microfinance programmes. See for example in Al-Harran (1990), (1995), Akhtar (1996), 
Al-Harran (1996), Akhtar (1998), Dhumale and Sapcanin (1998), Al-Harran (1999), AI-ZamZami and 
Grace (2000), Hassan and Alamgir (2002). In particular, Mushärakah/Muddrabah based financing has 
been recognised as the most promising instruments to be used especially in promoting and developing 
small entrepreneurs. Many achievements of such programmes have been highlighted and examined in 
the literature, such as the experiences of Sudanese Islamic Bank (Al-Harran 1990); Honeidah 
Microfinance programme in Yemen (Al-ZamZami and Grace 2000); Bank Islam Malaysia Berhad 
(BIMB) and and Amanah Ikhtiar Malaysia (AIM) (Akhtar 1998); and Islamic Bank Bangladesh 
Limited (Hassan and Alamgir 2002). 
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4.3.2.3 The Responsibility of Giving Zakah and Sadaqah 
Zakah and sadaqah are two distinctive instruments for alleviating poverty and 
reducing inequalities in Islam. Although the former is treated as a compulsory levy as 
opposed to the latter which is voluntary and philanthropic, both represent natural 
outlooks of CSR of Islamic banks which have material and spiritual implications. 
Both constitute mechanisms for redistribution of income and wealth and enhancement 
of social inclusion inherent in Islam, so that every Muslim is guaranteed a fair 
standard of living or nisüb (Metwally 1997). Zakah and sadaqah are in fact the most 
important instruments for the redistribution of wealth and promote compassion, care, 
cooperation and harmony between people. This is based on the principles of justice 
and equality in Islam, which means that people should have equal opportunity but 
does not necessarily imply that they should be equal either in poverty or in riches 
(Chapra 1985). The major objective is to moderate social variances in the society and 
to enable the poor or the unfortunate ones to lead a normal, spiritual and material life 
in dignity and contentment. 
As for Islamic banks, zakah as a religious levy is applied to the initial capital of the 
bank, on the reserves and on the profits (Lewis and Algaud 2001). They can also play 
a proactive role by providing social services in collecting and distributing zakah 
money either in a form of interest-free loans or simply disbursing them to the 
designated recipients as prescribed by Shari'ah (Al-Omar and Abdel-Haq 1996). In 
addition to the compulsory zakah, Islamic banks are encouraged to offer sadägah or 
philanthropic donations and contributions which will further promote Islamic values 
and ways of life (Haron 1998). The sadaqah, in fact, can be extended through 
participation in the community either by giving donations, in money or in kind, to 
charity or to benefit community well-being or even by being involved directly by 
seconding staff in community programmes which can enhance the quality of life' 16 . 
116 Similar endeavours have been practised by the Western banks like HSBC, for example, where a 
total of 25 employees from HSBC Australia donated 175 hours of their time to packing gift bags to be 
sold in aid of the Salvation Army. In Brunei, 450 members of IISBC staff and their families celebrated 
Turtle Awareness Day 2003 by cleaning up a three-kilometre stretch of beach and releasing 50 turtles 
into the sea. For other examples, refer to HSBC (2003). 
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4.3.2.4 Providing Qard al-Hasan (Benevolence Loans) Services 
Another distinctive characteristic of Islamic banking social responsibility can be 
traced to its commendable commitment in providing qard al-hasan or benevolence 
loans. Qard al-hasan is a loan which is returned at the end of the agreed period 
without any interest or share in the profit or loss of the business (Chapra 
1985). Therefore, qard al-hasan is a kind of gratuitous loan given to the needy 
people for a fixed period without requiring the payment of interest or profit. The qard 
al-hasan borrower is only required to repay the original amount of the loan. This type 
of loan is highly recommended (Al-Zuhayli 2003) and explicitly encouraged by the 
Holy Qur'an and Hadith for Muslims and should be made available to those who need 
them' 17. Al-Zuhayli (2003) reiterates the superiority of loan over charity based on an 
authentic hadith of Prophet Muhammad (p. b. u. h): 
It is narrated on the authority of 'Arras that the Messenger of Allah (pbuh) 
said, "On the day I ascended to heaven (Laylatul-gadr), I saw a writing on the 
door of paradise that read: 'Every charity is rewarded ten fold and every loan 
is rewarded eighteen-times'. So, I asked the angel, '0 Jibril, why is a loan 
rewarded more than charity? The angel replied, "Because a person may ask 
for charity when he does not need it, but the borrower only borrows in cases 
of dire need. " (Al-Zuhayli 2003) 
Lewis and Algaud (2001) and Al-Harran (1993) give some examples of circumstances 
where qard al-hasan finance can be used by Islamic banks as a form of social 
contribution. For examples, qard al-hasan can be extended to a client with cash-flow 
problems or to a customer who has a blocked saving account and encounters an urgent 
need for a short-term finance. Since Islam encourages gard al-hasan as a form of 
social service among the rich to help the poor and those who are in need of financial 
assistance, Islamic banks are expected to provide such products as part of their social 
"' In many places of the Holy Qur'an, Allah has mentioned and encouraged the Muslims in Bard al- 
hasan by assuring better reward in this world and in the hereafter. Among the verses are (Qur'an, 2: 245; 
5: 12; 57: 11; 64: 17; 73: 20). One of the hadith which supports the ruling of gard-al-hasm: is: 
The Prophet (pbuh) said, "Whoever relieves the hardship of a Muslin: in this life, Allah will 
relieve one of his hardships on the day ofjudgement; and whoever eases a financial difficulty 
for a Muslim, Allah will relieve his difficulties in this life and the hereafter; and Allah always 
assists the believer as long as he is assisting his brother". See in AI-Zuhayli (2003) 
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responsibility. This further enhances brotherhood among the Muslims besides 
reducing the financial and social exclusion of the poor. 
4.3.2.5 Protecting Social Interests and Preventing Harms 
As discussed in Chapter 3, protecting social interests and preventing harms are the 
most integral part of the Islamic concept of CSR, which can be used in delineating the 
role and responsibility of Islamic banks. As institutions governed by the principles of 
Shari'ah, Islamic banks are expected to operate based on the principles of nraslahah 
and the Islamic concept of harm prevention. The implication of these principles on the 
practice of Islamic banking is imperative. Two of the implications include managing 
various conflicts arising from diverse expectations of various stakeholders, and 
having a clear lending policy and guidelines to be used when considering any 
commercial loan proposal. For example, these banks will not finance a company that 
deals with Shari'ah prohibited transactions (gambling, pornography, alcohol etc. ), or a 
company that is involved in activities known to be harmful to society (e. g. 
environmental degradation"8), or a company that deals with oppressive regimes or 
those who abuse human rights"9 
Furthermore, the Islamic banks are expected to manage proactively their operation in 
accordance with the aforementioned principles. For example, in response to the call 
for a responsible environmental practice, Islamic banks may internally adopt 
environmental friendly policies in their operation. These include good property and 
facilities management such as waste recycling management and conservation of 
118 The issue of protecting the environment is indeed a fundamental aspect of social responsibility in 
Islam. The principle of preventing harm also embraces the notion of protecting the environment. 
Numerous Qur'änic verses and hadith of the Prophet substantiate the argument in preserving and 
safeguarding the environment. For example, the tradition of the Prophet (p. b. u. h. ) categorically 
emphasises the conservation and purification of water. The Prophet (p. b. u. h. ) directed the Muslim to 
use less water even at the banks of a flowing stream (Sunan Ibn Majah). He also prohibited urination in 
the water and in the holes of animals. This prohibition symbolises Islamic concern about pollution of 
critical resources and environmental degradation in general. For a comprehensive discussion on the 
Islamic approach for environmental balance, refer to Akhtar (1996). See also Nasr (1990). 
1'' On the issue of human rights, Islamic banks may adopt a policy similar to the Co-operative Bank 
which clearly states in their lending policy that they do not invest in or provide financial services to 
"any regime organisation which oppresses the human spirit or takes away the rights of individuals or 
manufacturer of torture equipment or other equipment that is used in the violation of hum nn 
rights"Refer to EIRIS (2001). 
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energy, water and other materials consumption which have direct environmental 
impact 120. Proper facilities management is also relevant in terms of direct social 
impact, for example: providing access for disabled employees and promoting 
customers' health and safety. 
4.3.2.6 Promoting Islamic Values and Way of Life 
Islamic banks must adhere to the ethical and moral principles outlined by Shari'ah at 
all times and places regardless of economic consequences or common practices of the 
locals (especially those practices that contradict the Shari'ah). Furthermore, to 
promote Islamic values, beliefs and way of life, Islamic banks should develop a 
corporate culture embracing the principles outlined by Shari'ah. God-consciousness 
(Taqwa paradigm) has to be instilled and reflected in all facets of Islamic banking 
behaviour ranging from internal relations, dealings with customers and other banks, 
policies and procedures, business practices through dress, decor, image, and so on. 
This can practically be done by providing guidelines on Islamic ethical conducts, 
providing adequate prayer room, providing financial counselling, promoting a 
pleasant banking premise conditions and encouraging members of the staff to interact 
with customers in the best manners (politeness, tidiness, responsibility, 
trustworthiness, etc. ) conforming to Islamic values. 
Lewis and Algoud (2001) correctly argue that the purpose of having the Islamic 
corporate culture that advanced not only amongst the managers, employees, 
customers and local community is to create a collective morality and spirituality 
which, when combined with the production of goods and services, sustains the growth 
and advancement of the Islamic way of life. An interesting quotation made by Janachi 
(1995) as quoted in Suleiman (2000) and Lewis and Algoud (2001): 
120 In this regard, Islamic banks can gain some lessons from the experience of Western financial 
institutions. For example, West Bromwich Building Society aims to limit its use of all finite resources, 
with specific focus on waste management and energy use. Co-operative Bank's Ecological mission 
statement on the other hand, commits it to continual assessment of all activities and to implement a 
programme of ecological improvements through its environmental management systems, purchasing 
and outsourcing decisions and supporting of ecological projects and partnerships. Ibid. 
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"Islamic banks have a major responsibility to shoulder... all the staff of such 
banks and customers dealing with them must be reformed Islamically and act 
within the framework of an Islamic formula, so that any person approaching 
an Islamic bank should be given the impression that he is entering a sacred 
place to perform a religious ritual, that is the use and employment of capital 
for what is acceptable and satisfactory to God. ' (p. 165 in Lewis and Algoud 
2001) 
4.3.2.7 Cultivating Customer Service Quality 
The Islamic bank, as a Shari'ah-based organisation, ought to provide quality services 
which are deemed satisfactory by their customers, especially when they often describe 
themselves as being providers of ethical financial services (Wilson 2003). Past studies, 
for example Erol and El Bdour (1989,1990); Haron et al. (1994); Gerrard and 
Cunningham (1997); Othman and Owen (2001,2002) and Ahmad and Haron (2002), 
found that service quality is the most important factor for customers patronising the 
Islamic banks. In addition, Abbas, Hamid et al. 's (2003) study reveals that the staff 
factor, including incompetence and lack of courtesy of the bank's personnel, was the 
major reason why customers are not choosing Islamic finance. Therefore, Islamic 
banks should cultivate a high quality customer service culture into their practice along 
with the offering of Shari'ah compliant financial products. By doing so, they can be 
regarded as discharging their social responsibility. 
In line with the patronage studies which mostly indicate the importance of enhancing 
the Islamic banking customers' service quality, Othman and Owen (2001) outline the 
important factors expected to be fulfilled by the Islamic banks in order to improve 
their service quality. Among the factors included are the competence and courtesy of 
employees and their ability to convey trust and confidence upon their customers, for 
example friendliness of staff, efficiency and effectiveness in handling transactions; 
knowledgeable and experience of the bank personnel; convenience; and positive 
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appearance of physical facilities, equipment, personnel and communication 
materials 121 . 
Moreover, being providers of ethical financial services, Islamic banks have to be 
proactively involved in educating their customers about the distinctive characteristics 
of services and products offered as compared to their conventional counterparts 
(Wilson 2003). In this regard, Wilson (2003) aptly states that Islamic banks should 
not be so much about competing on price, but rather stressing the unique quality of 
products and services they provide. Hence, regular consultations on a highly 
organised basis (e. g. customer surveys, handling complaints, etc. ) to ascertain the 
views of their clients on ethical issues are paramount for the enhancement of 
reputation and long-standing of Islamic banking. 
4.3.2.8 Fostering Good Human Resource Practice 
Another important dimension of CSR as advocated in the West today, is the human 
resource management (Vuontisjarvi 2004). Table 4.2 below provides a summary of 
the CSR best practice of human resource management as highlighted by the CSR- 
Europe and The FORGE group. 
121 Quality in customer service has been identified as one of the most important dimensions in CSR 
construct, particularly in a financial services industry like banking. (see in FORGE-Group (2002)). As 
a business dealing with human expectation and satisfaction, service quality is considered a critical 
success factor that affects a bank's competitiveness and long-term standing. The importance of the 
customer service quality revolution seems to be sweeping the industrialised countries, in the specific 
sector of financial services especially regarding response time, full disclosure of fees and commissions 
and professional conduct of staff etc., so much so that complaints about the excesses and misconducts, 
and dissatisfactions pertaining to various services of banks can be put to the Financial Ombudsman 
Service. The main reason is to ensure that the bank is cultivating a quality service culture towards its 
customers and society as a whole. Refer to Angur, Nataraajan, et al. (1999), Sureshchandar, Rajendran, 
et al. (2001), Gounaris, Stathakopoulos, et al. (2003), Sureshchandar, Rajendran, et al. (2003). 
93 
Chapter 4 Corporate Social Responsibility: Implications for Islamic Banks 
Table 4.2: CSR Best Practice of Human Resource Management 
Best Practice Description 
Non-discriminatory " Ensure employees are recruited or promoted from the widest possible 
recruitment and talent pool, yielding the greatest return to the business. 
employment policies " Reduced gender gap, integration of people with disabilities 
" Discrimination is socially irresponsible 
Training and career " Enhance human resource qualities from time to time which further 
development promotes both employability and adaptability among the companies' 
workforce 
Health and safety " Ensure the health and safety environment in the workplace. 
Employers may go even further and consider the wider health of their 
employees and families. E. g. workplace risk precautions, hygiene 
facilities, reduce working stress etc. 
Social Dialogue and " Conduct a regular consultation and social dialogue with the 
Employee consultation. employees concerning their welfare and social responsibility. 
" Foster family friendliness. 
Fair pay and flexible " Overcome the rigidity of some employment practices and achieve 
working hours flexible working for the benefit of employees and the whole 
organisation. 
Source: (CSR Europe 2001) and (FORGE-Group 2002) 
Similarly, Islamic banks may apply the CSR best practices guidelines to their human 
resource management, since they are consistent with the spirit and principles of 
brotherhood, justice and benevolence. In fact, most of the guidelines for best practices 
of human resource management of CSR, as advocated in the West, are relevant and 
should therefore transcend into Islamic banking practices of human resource 
122 management 
122 Many relevant verses of the Qur'an and hadith of the Prophet (p. b. u. h. ), substantiate the practice of 
best practices in human resource of a corporation. Among them are: 
1. Fair pay: "Those who serve you have been made subservient to you. Therefore, the person 
who has his brother under him should feed him from what he cats and give him clothing that 
he wears". (Qur'an, 83: 1-3) 
2. Equal opportunity in recruitment: Islam emphasises recruitment based on merit "Truly the 
best of men for thee to employ is the man who is strong and trusty. " (Qur'an, 28: 26), and not 
based on favouritism and nepotism. "Whoever employs a person out of favouritism, ('asabah) 
when there is someone who is better than him, has committed a breach of trust with God, His 
Prophet and all Muslims" (Hadith narrated from Ibn `Abbas on the authority of al-Hakim by 
al-Mundari - Hadith quoted in Chapra and Ahmed (2002). 
3. Workload - Islam emphasises on not burdening their employees with so heavy a workload 
that is beyond their usual norms of responsibilities unless they agree to do so willingly and 
with a proper compensation. A hadith corresponding to this "Do not impose an extra burden 
on your brothers, and if you need to do so, help them out. " (Authentic Hadith of Sahih 
Bukhari). Qur'anic verses also support this when Prophet Shu'aib declared a term of contract 
to Prophet Musa: "And I do not intend to put heavy burden on you. Allah willing, you will 
find me among the righteous people". (Qur'an, 28: 27-28) 
4. Social Dialogue - Islam emphasises management by participation or collective decision 
making (shüra) stated in the Qur'an: "So shüra with them in affairs, and when you have 
arrived at a decision put trust in Allah" (Qur'an, 3: 159) 
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Additionally, training and human development programmes concerning Islamic 
banking together with many other aspects such as ethics, professionalism, duties and 
responsibilities towards customers and organisations are part of the fundamental 
duties of Islamic banks towards their employees. Sufficient Shari'ah training 
concerning various Islamic instruments and understanding of their social 
responsibilites will enhance the efficiency, smooth-running and fulfilment of CSR 
commitments towards various stakeholders. Adequate personnel training enhances the 
quality of banking staff, which eventually may influence and attract more customers 
into choosing Islamic financing as their financing choice. 
4.4 STAKEHOLDER PERSPECTIVES 
The preceding sections have concentrated on justifying and elaborating the relevance 
and significance of CSR to Islamic banks; such a theoretical discussion will be more 
meaningful if it were supported by empirical evidence. Therefore, it is imperative to 
elicit the perceptions of stakeholders towards the practice of CSR of Islamic banks. A 
study of stakeholders' perceptions and reactions to CSR of Islamic banks should 
provide a better insight into how different groups of people, with varying degrees of 
banking relationships, perceive and understand the concept. This in turn may signal to 
the Islamic banks whether CSR practices can become a potential marketing 
instrument organisation to avoid stakeholders' sanction. Therefore, the stakeholder 
approach which has been widely used in illuminating the reasons of CSR in the West 
is used as a primary framework in our empirical study. In the ensuing discussion, we 
identify the stakeholders of Islamic banks; discuss the implication of stakeholder 
norms for CSR practice of Islamic banks; and highlight past studies on banking 
patronage factors. 
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4.4.1 Stakeholder Identification of Islamic Bank 
Many Western scholars, including Freeman (1984), Clarkson (1995), Donaldson and 
Preston (1995), and Mitchell, Agle et al. (1997), provide a framework for identifying 
the stakeholders of an organisation. According to this framework, there are three key 
factors, namely urgency, legitimacy and power, which need to be taken into 
consideration when dealing with various groups of stakeholders. These attributes 
indicate how an organisation should deal with varying expectations and interests of 
stakeholder groups 123. Additionally, Ince (1998) asserts that the composition of 
stakeholder groups may differ from one type of company and industry to another. 
This is particularly true as different organisations operate their business differently. 
Different organisations, therefore, face different challenges and are exposed to 
different degrees of risk. Hence, we could expect a firm operating in the financial 
industry to have a different composition of stakeholders because the degrees of 
urgency, legitimacy and power deriving from each of the stakeholders are different 
from firms operating in other industries. Such degrees are also reflected through its 
business structure and characteristics and philosophies underlying its operation. 
This framework of stakeholder identification conforms to the Islamic stakeholder 
framework of property rights and contracts as postulated by Iqbal and Mirakhor 
(2004). Their emphasis is on the qualification of stakeholders based on the stipulated 
explicit and implicit contracts. They go further to argue that in honouring and 
executing such contractual obligations, the firm must not impinge on the social order. 
Obviously, such postulation is based on the Islamic principles of maslahah and 
prevention of harm (as discussed in Chapter 3). Accordingly, this study identifies the 
primary stakeholders of an Islamic bank as depicted in Figure 4.1 below. 
123 According to this framework, legitimacy indicates the authenticity of a person's claim on a firm, 
based upon, for example, contract, exchange, legal right, moral right, at-risk status, or moral interest of 
harm and benefits generated by the company's action. They also argue that a stakeholder's power to 
influence the firm's behaviour, whether or not it has a legitimate claim must also be taken into account 
in defining the stakeholder of an organisation. The attribute of urgency is the degree to which a 
stakeholder's claim calls for immediate attention. For a detailed discussion of the framework of 
stakeholder identification and salience, refer to Freeman (1984), Clarkson (1995), Donaldson and 
Preston (1995), Mitchell, Agle, et al. (1997), Agle, Mitchell, et al. (1999). 
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As depicted in Figure 4.1, the composition and nature of stakeholder groups of 
Islamic banks is quite different from those of their conventional counterparts. Sonic of 
the distinguishing features of stakeholder groups of Islamic banks are given below: 
Firstly, the PLS arrangements exemplified in both sides of Islamic banks' balance 
sheet structure represent the first significant difference in the nature of the stakeholder 
relationships in Islamic banking compared to the conventional interest-based 
borrowing and lending. In particular, investment depositors in Islamic banks 
participate in profit and loss just like the shareholders in a conventional sense. 
However the depositors do not have voting rights like the shareholders, even though 
their deposits are generally far greater than the shareholders' capital. They also do not 
have a right to interfere in the day-to-day work of the manager. Moreover, Islamic 
banks do not guarantee the investment deposits as it would be in conflict with the 
spirit of Islamic finance. The outcome of profit generating projects determines the 
exact share of profit (or loss) to be allocated to each partner. Hence, there is a 
different nature of moral hazard involved between the stakeholder of the Islamic bank 
and that of the conventional bank (Chapra and Ahmed 2002). While in a conventional 
bank the primary conflict of interest is generally considered to be between the 
97 
Chapter 4 Corporate Social Responsibility: Implications for Islamic Ranks 
shareholders and the management, agency problems in the Islamic banking sense may 
be extended to the relationship between depositors (principal) and management 
(agent). For example, since the investment depositors have no representation on the 
board, this may induce the management to take undue risks and keep unjustifiably 
high gains for themselves through salaries, perks and other means at the expense of 
the depositors' fund. 
Secondly, in addition to the investment depositors, interests of demand depositors in 
Islamic banks also need to be equally ensured and protected. Current deposits are in 
the nature of loan to the bank. Although they are not entitled to any return, the 
principal is guaranteed. Hence the amount of risk exposure is greater than in the case 
of conventional banks. The reasons are twofold: (1) Islamic banks cannot 
legitimately benefit from the deposit insurance system or lenders of last resort facility, 
because such funds are usually provided on the basis of interest (Iqbal and Molyneux 
2005) and (2) the losses suffered by banks on their PLS advances may be substantial; 
and the capital and reserves plus investment deposits may not be sufficient to cover 
them (Chapra and Ahmed 2002). Therefore, all precautions need to be taken to ensure 
continued confidence of depositors in Islamic banks. Otherwise, it may lead to serious 
repercussions, not only resulting from the failure of the individual bank but also 
exposing the whole banking system to systemic risks. 124 Hence, the nature of 
depositors as one of the key stakeholder groups in Islamic banks is presumably 
different from that of conventional banks. 
Thirdly, the success of Islamic banks also lies in the capability of their managers and 
employees. Since Islamic banks operate in some distinctive ways exemplified by their 
philosophy and objectives, and their various modes of finance, it is extremely 
124 It is widely acknowledged that the systemic risk issue is one of the fundamental reasons for ensuring 
the healthy operation of a bank, especially in justifying the need for banking regulation and supervision. 
The key systemic point is that banks are potentially subject to runs, which may have contagious effects. 
The externality is that the failure of an insolvent bank can cause depositors of other banks to withdraw 
deposits. This can cause a solvent institution to become insolvent because a large proportion of bank 
assets are not easily marketable and because a panic may drive down the current value of those assets 
which are marketable. In the event of a run, a bank is forced to dispose of assets which, because of 
asymmetric information problems, cannot be sold at par as potential buyers impose a high risk 
premium in the purchase price. For a good illustration and elaboration on the issue of the systemic risk 
of banking system, refer to Llewellyn (1999). 
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important to have the people with the right kind of skills and commitment to run 
Islamic banks. Therefore, Islamic banks must equip their personnel with adequate 
training programmes that fully prepare them for the needs of the system and the many 
challenges facing Islamic banks today. 
Fourthly, to ensure strict adherence to the Shari'ah, many Islamic banks establish a 
Shari'ah Supervisory Board (hereafter Shari'ah advisors) to oversee the practice of 
Islamic banks and decree any Shari'ah-compliance financial transaction. The main 
tasks of the Shari'ah advisors include reviewing and revising all the dealings and 
transactions which the bank enters into with clients so as to ensure these agree with 
the Shari'ah. If any deal or transaction contradicts the Shari'ah principles, such 
transactions would not be approved 125. In certain respects, Shari'ah advisors provide 
the Islamic banks the credibility and legitimacy, in the sense that it instils public 
confidence on the purity of the operations of the Islamic banking institutions (Aziz 
2004). In fact, sometimes it is used as a tool for improving the public relations of 
bankers, especially in asserting their new policies and in supporting their lobbying of 
governments, the media and the central banks (Kahf 2004). Hence, since Shari'ah 
advisors are responsible for protecting the Shari'ah interest governing the practice of 
Islamic banks, it is naturally expected that this group becomes the most important 
stakeholder of Islamic banks. Consequently, the issue of CSR commitment should 
also be evaluated from the perspective of Shari'ah council members. 
4.4.2 The Influence of Stakeholder Norms on CSR Practice 
Scholars have demonstrated that people identify themselves with organisations when 
they perceive an overlap between organisational attributes and their personal 
attributes (Maignan and Ferrell 2004). Scott and Lane (2000) assert that the concept 
of organisational identification applies not only to organisational members but also to 
other stakeholders. They define organisation identity as "the set of beliefs shared 
between top management and stakeholders about the central, enduring and distinctive 
characteristics of an organisation"(Scott and Lane 2000). As stakeholders perceive 
125 For a detailed discussion on the functions and responsibilities of Shari'ah advisors, refer to Lewis 
and Algaud (2001) and Ilaron (1999). 
99 
Chapter 4 Corporate Social Responsibility: Implications for Islamic Banks 
that key organisational features are in harmony with their self-identity, they are likely 
to patronage the organisation (Maignan and Ferrell 2004). 
Against these backdrops, since Islamic banks and their various stakeholders share the 
same norms, beliefs and values, it is therefore expected that the practice of CSR may 
have a positive consequence on the organisation. The reasons are threefold: Firstly, as 
indicated earlier, the taqwa (God-consciousness) paradigm and other Shari'ah 
principles underpin the stakeholder norms, thus providing a common set of rules and 
behavioural expectations to be shared by the majority of the Islamic banks' 
stakeholders especially the Muslims. Therefore, since CSR is a natural outlook of an 
Islamic organisation prescribed by Shari'ah, various stakeholder groups are expected 
to support and influence the practices of CSR of Islamic banks. Furthermore, 
individual stakeholders may share and abide by the common norms enshrined by the 
principles of Shari'ah and God-consciousness, even if they were not regrouped in a 
formal organisation, i. e. dealing with the Islamic bank as individuals. For example, 
customers do not need to be members of any specific environmental activist group to 
show concern for the environmental impact of business activities, rather to enact their 
concerns via their purchasing power (e. g. withdraw deposits from the banks that 
disregard environmental issue insofar as they invest or extend lending to 
environmentally irresponsible companies). In other words, if the Islamic banking 
practice contradicts the very principles of Shari'ah, stakeholders may exert their 
power by any means possible that may influence the Islamic banks to correct their 
misbehaviour. 
Secondly, with respect to organisational norms, Islamic banks are viewed as a 
community embracing a set of norms and values based on Shari'ah principles. Hence, 
they develop a distinctive corporate culture underpinning their various activities and 
operation. These corporate cultures certainly influence the norms and values of 
various stakeholder groups that interact with the Islamic banks. In particular, much 
overlapping can be expected between the norms and values of the organisation and 
those of the employees, managers, customers, shareholders, depositors and other 
stakeholder groups respectively, since they share the common norms and beliefs. 
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Thirdly, if there is any conflicting expectation among the various stakeholders of the 
Islamic banks, Shari'ah norms and principles prevail in dictating which of the 
behaviours are desirable or not. For example, if a conflict exists between 
shareholders' interests and communities' interests at large, the latter may prevail as 
Islam puts emphasis on the interest of the public over private interest according to the 
principles of inaslahah (as discussed in Chapter 3). 
4.4.3 Patronage Studies 
The previous sections have demonstrated how CSR should be naturally evidenced in 
the practice of Islamic banks. Even though much literature on Islamic banking 
proclaims the unique and distinctive characteristics embodied in Islamic banks, 
particularly concerning their ethical norms and social commitments, studies on CSR 
from an Islamic perspective, or even investigation of the opinions and attitudes of 
various stakeholder groups of Islamic banks on the issue as extensively researched in 
the west today, are almost non-existent. Even a spectrum of related studies that exist 
on the topic of Islamic business ethics are mainly concerned with the conceptual and 
theoretical discussion, 126 rather than providing actual empirical evidence on the 
perception, attitudes or behaviour of those involved in the Islamic banks. 
Furthermore, despite the claim most often made that the Islamic banks are a true 
reflection of Shari'ah-compatible formulation, which the clients themselves respect 
and believe in, previous empirical studies found that religious motivation is not the 
only criterion for the selection of Islamic banking institutions or services. Many of 
the banking patronage studies have identified a number of factors, such as cost and 
benefits, service delivery (fast and efficient), size and reputation of the bank, 
convenience (location and ample parking), and friendliness of bank personnel, as 
126 There are quite a number of conceptual and theoretical types of literature linking the issue of ethics 
or other related topics to social and environmental aspects with the practice of business organisation 
and other economic endeavours from an Islamic point of view. See for examples, Naqvi (1981), Masan 
(1983), A1Habshi (1987), Sattar (1988), Ansari (1989), Akhtar (1992), Pomeranz (1995), Akhtar 
(1996), AlHabshi (1996), Beekun (1996), Omar (1996), (1997), Al-'Alwani and El-Ansary (1999), Rice 
(1999), All (2000), Noor (2000), Naqvi (2001), Ahmad (2002), Hasan (2002), Musa and Salleh (2002), 
Ahmad (2003), El-Din (2003), Naqvi (2003), Rahman (2003). Some even contribute in making a 
comparative study between Islamic perspectives with other religions and ideological doctrines. See also 
Wilson (1997), (1997), (2001), Ahmad (2003). 
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+ indicates a positive and important result, ± indicates an equivocal result, - indicates negative or no 
significant result and n/a indicates variable was not investigated/examined in the study 
either equally or more important criteria for the customers in selecting a particular 
Islamic bank. Table 4.3 provides a summary of the customers' selection criteria based 
on the patronage studies on Islamic banking. 
Table 4.3: Patronage Studies on Islamic Banking127 
0 
Literature Cri teria in Bankin g Selec tion 
A B' Cb D` E F` G H 1 
Erol and EI Bdour (1989) + + + + + + + + 
Erol and EI-Bdour (1990) + + + + + + + + 
Haron, Ahmad et al. (1994) - + + + + + + + + 
Kader (1993) + - + + n/a + n/a + + 
Kader (1995) + - + + n/a + n/a + + 
Gerrard and Cunningham (1997) + + + + + + + + 
Metawa and Almossawi (1998) + + n/a n/a n/a + n/a + n/a 
Naser, Jamal and Al-Khatib (1999) + + + + + + + + n/a 
Othman and Owen (2001) - n/a n/a n/a n/a n/a n/a n/a - 
Othman and Owen (2002) + + + + n/a + + n/a + 
Ahmad and Haron (2002) - + + + + + n/a n/a n/a 
Omer (2002) + + n/a n/a n/a n/a n/a + n/a 
Abbas, Hamid et al. (2003) f + + n/a + + + + n/a 
Notes: 
Corporate Social Responsibility: Implications for Islamic Banks 
F: Convenience 
H: Friends' and relatives' influence 
G: Confidentiality 
I: Mass media Advertising 
Cost/benefit factors include the cost of the services and products offered by the bank 
perceived by the customers e. g. rate of return on deposits, investments etc. 
Service Delivery criteria include factors such as provision of a fast and efficient service e. g. 
application process and a wide range of services offered. 
` Size and reputation here imply the bank's reputation and image. 
' Staff factors include the competence and courtesy of bank staff and their ability to convey 
trust and confidence. For example, politeness and friendliness of staff; efficiency and 
effectiveness in handling any transaction; and knowledgeable and preparedness in providing 
solutions and answers concerning bank's products and services. 
e Convenience criteria include the location, ample parking space, the external appearance and 
interior comfort. 
r Confidentiality means the extent customers can have trust in their transactions with the bank. 
A: Religious factor 
B: Cost/Benefit 
C: Service Delivery 
D: Size and Reputation 
E: Staff factors 
127 For details on the results of customers perception on selection and patronage factors, refer Erol and 
El-Bdour (1989), (1990), Omer (1992), Kader (1993), Haron, Ahmad, et al. (1994), Kader (1995), 
Gerrard and Cunningham (1997), Metawa and Almossawi (1998), Naser, Jamal, et al. (1999), Ahmad 
and Haron (2002), Abbas, Hamid, et al. (2003). 
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As depicted in Table 4.3, the patronage studies on Islamic banking so far have largely 
focused on the combination of various religious, reputation, commercial, service 
satisfaction, staff, confidentiality and convenience factors. Notwithstanding the 
progress made to date in the study of customers' perception towards various banking 
selection criteria, the more focused research studying the various CSR dimensions of 
Islamic banks is almost non-existent. Even though much literature on Islamic banking 
proclaims the distinctive characteristics imbued in Islamic banks particularly 
concerning their ethical norms and social commitment, there is a paucity of empirical 
research on their actual commitment on social responsibility. Similarly, although the 
norms, beliefs and attributes of stakeholders and Islamic banks are believed to be 
similar, so far there is no empirical study investigating the stakeholders' perception 
and reaction to CSR practices of Islamic banks. 
Therefore, it is imperative to study the perception of various stakeholder groups 
towards the practice of CSR in Islamic banking. This will further contribute to filling 
the gap in knowledge especially with regards to CSR of Islamic banks which has 
theoretically proven to be of significance and prevailent in their operation. The 
resulting gap in knowledge is all the more significant when the practices of the so- 
called `Islamic' institutions are found to diverge in important ways from the 
intellectual doctrines underpinning their role in the economy. As a case in point, a 
mismatch between theory and practice has also been found in the financing operations 
of Islamic financial institutions and, more specifically, the choice of fixed-return or 
debt-based instruments over PLS or equity-based instruments for extending funds to 
borrowers and investors. 
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4.5 SUMMARY AND CONCLUSION 
To conclude, there are fundamental differences between Islamic banking and 
conventional banking, not only in the ways they practice their business, as argued by 
the advocates of Islamic banking, but above all in the values which guide the Islamic 
banks' whole operation and outlook. The values as prevailed within the ambit of 
Shari'ah are expressed not only in the minutiae of their transactions, but in the breadth 
of their role in society as a manifestation of religious belief and a commitment to 
addressing the issue of CSR. On the whole, Islamic banking is concerned with much 
more than just refraining from charging interest. It is a system that aims at making a 
positive contribution to the fulfilment of the socioeconomic objectives of Islamic 
society. Hence the issue of CSR as widely propagated in the West is not alien to 
Islamic banking. Instead it is a natural outlook that should transpire in the operation of 
any Islamic institution, especially those claiming to be based on the principles of 
Sharl'ah. Therefore, it is imperative to survey the perception of CSR of Islamic banks 
from the various stakeholders. This, in turn, will provide a strong indication as to the 
extent of the stakeholders' support of the practice of CSR by Islamic banks. The 
following chapters will specifically deal with the empirical part of the study that aims 
to elicit the opinion of multiple stakeholder groups towards CSR of Islamic banks. 
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Research Framework and Methodology 
5.1 INTRODUCTION 
The foregoing chapters have thoroughly reviewed and synthesised literature related to 
both Corporate Social Responsibility (CSR) and Islamic banking with a view to 
demonstrating the relevance and significance of CSR issues as evidenced in the West 
to the current operation of Islamic banks. In the present chapter, the study proceeds by 
elaborating on the research framework and methodology designed to investigate the 
perceptions of multiple stakeholder groups towards CSR of Islamic banks. In 
particular, the empirical part of the study sets out to provide answers to the following 
research questions: 
(a) What is the perception of different stakeholder groups in Malaysia regarding 
the main objectives for the establishment of Islamic banks? 
(b) What is the perception and attitude of different stakeholder groups in 
Malaysia about CSR of Islamic banks? 
(c) Do CSR criteria constitute part of the patronage factors influencing selection 
decisions by the stakeholders of Islamic banks? 
(d) What would be the attitude or behaviour of stakeholders towards Islamic 
banks if they lacked of social responsibility commitment? 
(e) Is being socially responsible costly and competitively disadvantageous to 
Islamic banks? 
(f) Should Islamic banks operating within the ambit of Shari'ah show a higher 
level of CSR compared to their conventional counterparts? 
5.2 ISLAMIC BANKS IN MALAYSIA 
Since the main purpose of this study is to explore the perception of various 
stakeholder groups about CSR of Islamic banks in Malaysia, the study has purposely 
selected two fully-fledged Islamic banks that are currently operating in Malaysia, 
namely Bank Islam Malaysia Berhad (BIMB) and Bank Muamalat Malaysia Berhad 
(BMMB). The decision to select these two Islamic banks and not to include other 
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conventional banks which are also currently participating in Islamic Banking Scheme 
(IBS) by offering Islamic financial products and services via windows are threefold: 
First, as institutions whose foundations are based on the religious doctrines, full- 
fledged Islamic banks are expected to operate in morally, ethically and socially 
responsible manner in all spectrums of their operation (Haron 2000a). This 
expectation goes beyond the mere offering of Shari'ah compliance products and 
services. Hence, it is pertinent to survey the multiple stakeholders' perceptions and 
expectations towards the practice of CSR of Islamic banking institutions, especially 
when they constantly regard themselves as Shari'ah-oriented organisations and 
providers of ethical financial products. Second, the inclusion of conventional banks 
which do not entirely base their operations on Shari'ah or Islamic ethical framework 
(except for providing Islamic windows) will not serve the purpose of this research that 
aims to explore the CSR issue in Islamic banking environment in its entirety. Finally, 
to survey all stakeholder groups of all 33 banks including 31 conventional banks 
together with the present 2 full-fledged Islamic banks is near to impossible, due to 
several constraints such as time and all the necessary resources required to complete 
such research. 
The following section provides a brief overview of Islamic banking in Malaysia. After 
that, we highlight the two Islamic banks namely, Bank Islam Malaysia Berhad (BIMB) 
and Bank Muamalat Malaysia Berhad (BMMB), from which the responding 
stakeholders will be drawn and included in the sample for this particular study. 
5.2.1 Overview of Islamic Banking in Malaysia 
Malaysia has been observed as the most ambitious country in the development of the 
Islamic banking system. In fact, it is recognised to be more progressive compared to 
the systems in many other Muslim countries (Haron and Shanmugam 2001). Ever 
since the establishment of its first Islamic bank, Bank Islam Malaysia Berhad (BIMB) 
in 1983, Islamic banking and finance has made steady progress and continued 
growing rapidly in meeting the changing requirements of the new economy. Islamic 
banking activity experienced rapid growth to account for 9.7% of the total assets of 
the banking system in 2003 from 6.9% in 2000. The market share of deposits and 
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financing in 2003 also increased markedly to account for 10.4% (2000: 7.4%) and 
10.3% (2000: 5.3%) of the total banking system (Bank Negara Malaysia 2003). 
Malaysia up until now has a dual banking system, whereby the Islamic banking 
system operates in parallel with the conventional system. The Islamic banking system 
is currently represented by 33 banking institutions, comprising two Islamic banks and 
31 conventional banking institutions (nine commercial banks, four foreign banks, 
seven finance companies, four merchant banks and seven discount houses) offering 
Islamic banking products and services under the Islamic Banking Scheme (IBS), also 
known as Islamic windows (Bank Negara Malaysia 2003). 
To facilitate the Islamic banking institutions and those participating in the IBS 
especially in solving their liquidity and investment problems, an Islamic inter-bank 
money market was established in 1994. This follows with the establishment of 
International Islamic Financial Market (IIFM) in 2002 to further stimulate the creation 
and trading of Islamic financial instruments, enhance investment opportunities aimed 
at greater mobilisation of Islamic funds and facilitate efficient liquidity management 
by Islamic financial institutions. Other endeavours spearheaded by the Malaysian 
government to further strengthen and globalise Islamic banking and financial systems 
include issuing the first sovereign global Islamic Sukuk (Islamic bond), hosting the 
newly established Islamic Financial Services Board (IFSB) and granting licenses to 
full-fledged foreign Islamic bank (Bank Negara Malaysia 2003). 128 
It has been the aspiration of the Malaysian government through its Central Bank 
(Bank Negara Malaysia - BNM) to become a key Islamic financial hub in the region. 
As such, the Central Bank completed a plan to fast-track the liberalisation of the 
Islamic banking sector in 2004, three years ahead of the World Trade Organisation 
128 In a serious endeavour to provide a clear focus to develop and promote the expansion of the Islamic 
banking system, Bank Negara Malaysia issued the Financial Sector Master Plan (FSMP) in 2001. Apart 
from outlining all the necessary strategies to capture a 20% market share of the banking industry in 
Malaysia by 2010, the FSMP also stressed the need to strengthen the Shar 'ah framework of Islamic 
banking through reviewing the existing law and guidelines as well as introducing a code of ethics. The 
importance of enhancing knowledge and expertise of the bankers as well as the general public was also 
mentioned in the master plan. See details in Bank Negara Malaysia (2001). 
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(WTO) deadline in 2007. It awarded three foreign Islamic banking licences to Saudi 
Arabia's largest bank Al Rajhi Banking and Investment and a consortium led by the 
Qatar Islamic Bank in October 2004 after granting the first one to Kuwait Finance 
House in May 2004. Three local banking groups - Hong Leong Bank, Commerce- 
Asset Holding Bhd and RHB Capital - were also granted approvals recently to open 
Islamic banking arms, joining the existing players BMMB and BIMB Holdings Bhd 
(AFP 2004). This will eventually result in a total of eight fully-fledged Islamic banks 
operating in the country. The participation of foreign players in the Islamic financial 
landscape will further accentuate competition, enhance product diversity, spur 
financial innovation and support the overall development of the Islamic financial 
system. The endeavour is hoped to act as a bridge between Malaysia and other global 
Islamic financial markets (Aziz 2004). 
5.2.2 Bank Islam Malaysia Berhad (BIMB) 
Bank Islam Malaysia Berhad (BIMB) has been pioneering operations in Islamic 
banking within Malaysia's banking system since its establishment on 1 March 1983. 
As the first Islamic bank in Malaysia licensed under the Islamic Banking Act with a 
paid up capital of RM80 million' 29, BIMB operates under stricter conditions as it also 
needs to abide by the rules and regulations of conventional banking in addition to the 
Islamic Banking Act. Initially, it was given a lead period of 10 years to establish and 
develop itself before the government allowed the establishment of another Islamic 
hank. In 1992, the bank was listed on the Main Board of the Kuala Lumpur Stock 
Exchange. In 1997, BIMB implemented a restructuring arrangement to increase its 
paid-up capital to RM500 million and shareholders' funds to RM970 million (Bank 
Negara Malaysia 1999). At the end-June 2003, the total assets of BIMB stood at 
RM17.1 billion while deposits and financing outstanding amounted to RM12.42 
billion and RM7.87 billion respectively. Until now, the majority of shareholders 
mainly consist of federal government agencies, government-linked agencies (GLCs) 
129 The set up of the BIMB had the strong backing of the Malaysian government directly as well as 
indirectly. In fact, the initial paid-up capital of RM80 million was distributed among the Malaysian 
government and five other institutions, namely State Religious Councils (RM20 million), Federal 
Agencies (RM12 million), State Religious Agencies (RM3 million), the Pilgrims Management and 
Fund Board (RM 10 million) and the Muslim Welfare Organisations of Malaysia (RM5 million). See in 
Haron and Hisham (2003). 
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and religious state agencies, which hold 92.75% of the stakes. Among the major 
shareholders are the Pilgrims Management and Fund Board (29.65%), Employees 
Provident Fund Board (6.49%), government linked companies (GLCs) like 
Permodalan Nasional Berhad (12.86%) and Amanah Raya Berhad (5.33%) (BIMB 
2003). At present, BIMB has 112 branches nationwide with 2079 staff, offering a 
comprehensive list of about 50 innovative and sophisticated Islamic banking products 
and services. 
5.2.3 Bank Muamalat Malaysia Berhad (BMMB) 
Bank Muamalat Malaysia Berhad (BMMB) commenced operations on 1 October 
1999 as the second fully-fledged Islamic bank in Malaysia. The establishment of 
BMMB was the result of the merger of Bank Bumiputra Malaysia Berhad (BBMB) 
and Bank of Commerce (M) Berhad (BOC). In essence, BMMB is the consolidation 
of the Islamic banking assets of BBMB, BOC and BMMB Kewangan Berhad 
(BBMBK) (Bank Negara Malaysia 1999). Initially it commenced operations with 
1,006 staff, mainly absorbed from the former BBMB and BBMB and operating 40 
branches throughout the country. The paid-up capital of BMMB at establishment date 
was RM300 million. At the end-December 2003, the total assets of BMMB stood at 
RM7.31 billion while deposits and financing outstanding amounted to RM6.85 billion 
and RM2.27 billon respectively (BMMB 2003). The total shareholders' funds is 
RM353 million, in which in which Bukhary Capital Sdn Bhd holds 70% shares in the 
Bank while Khazanah Nasional Berhad (another government linked company -GLC) 
holds the remaining shares. At the end-December 2003, BMMB had 40 branches 
throughout Malaysia with 1209 staff. 
5.3 VARIABLES IDENTIFICATION AND HYPOTHESIS DEVELOPMENT 
Considering this study as the first ever investigation into the perceptions of multiple 
stakeholder groups towards CSR of Islamic banks in Malaysia, a deliberate attempt 
was made to examine and include a large number of variables in the study. The 
subject consists of many potentially relevant variables to be measured and 
investigated which enable us to understand the perception of stakeholders towards the 
Islamic banks in a holistic and integrated manner, taking into consideration the 
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understanding of philosophy and objectives underpinning the establishment of Islamic 
banking institutions. This in turn may provide better insights into how stakeholders 
perceive CSR of Islamic banks; its importance in patronage decisions, its various 
potential dimensions to be supported; and other relevant issues surrounding its 
implementation and practices. 
Accordingly, the following sub-sections discuss the major variables included in the 
study and where appropriate, the study also develops and incorporates some 
hypotheses to be tested. Figure 5.1 illustrates the major variables to be investigated 
and examined in our study. 
Figure 5.1: Major Variables 
ders' Perception 
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5.3.1 Perceived Islamic Banking Characteristics 
Sustainability 
Patronage Factors 
Comparativeness 
To explore the stakeholders' perceptions and general understanding of Islamic 
banking, eight different statements on Islamic banking characteristics were identified 
and incorporated into the questionnaire. Each statement measured different facets of 
the Islamic banking characteristics. The eight statements in the questionnaire are 
listed in Table 5.1 below: These characteristics were identified and adapted from the 
literatures of Islamic banking as discussed in Chapter 4. 
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Table 5.1: Description of Statements 
Research Framework and Methodology 
Statement Description Literature 
Number 
I Islamic banking was introduced because 
Muslims are prohibited from associating Ahmad (2000); Mirakhor (2000); Warde 
themselves with the element of interest (2000); Lewis and Algaud (2001); and others. 
as practised by conventional banking 
2 The Profit-Loss-Sharing principle is the Siddiqi (1983,1985); Ziauddin Ahmad (1984), 
only principle representing a true spirit of Chapra (1987,2000b); Ahmad (2000); 
Islamic banking system. Siddi ui (2001); and Rosly and Bakar (2003). _ 3 Entrepreneurs by associating 
themselves with Islamic banks will Haron (1996); Ahmad (2000); Haron and 
become more ethical in conducting their Hisham (2003) and Rosly and Bakar (2003). business. 
4 Islamic banking products and services 
available in Malaysia are similar to the 
products and services of conventional Ahmad and Haron (2001) and Siddiqui banks, except that the banks use (2001). 
different names to highlight those 
products. 
5 Islamic banking is not about competing 
on price, but rather in stressing the 
unique quality of products and services Wilson (2003). 
they provide 
6 Islamic banking must adopt a profit 
maximisation principle in order to survive Ahmad and Haron (2002). in the competitive business environment 
7 Social Welfare issues should be left to 
the government and other non-profit Lewis and Algoud (2001), Satkunasegaran 
organisations, not Islamic banks (2003). 
8 The goal of Islamic banks is not limited Sadr (1982); Siddiqi (1983,1985); Ziauddin 
to maximisation of shareholders' wealth, Ahmad (1984); Ahmad (2000); Siddiqui 
but also includes enhancement of the (2001); Haron, 1995,2000; Ahmad, 2000; 
standard of living and welfare of the Rosly and Bakar (2003); Haron and Hisham 
community (2003); Na vi (2003) and others. 
5.3.2 Perceived Islamic Banking Objectives 
As mentioned in Chapter 4, there are generally two different emphases in delineating 
the overall functions and objectives of Islamic banks. On the one hand, Ismail's 
framework suggests that Islamic banks operate as normal commercial entities based 
on the profit maximisation paradigm whose main responsibility is to shareholders and 
depositors, while social welfare objectives are to be fulfilled by other bodies such as 
the government. On the other hand, Chapra's model asserts that Islamic banking 
embraces socio-economic purposes that must not be solely profit oriented but should 
also aim at promoting Islamic norms and values as well as protecting the needs of the 
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society as a whole. Drawing from these two dissenting views, we investigate the 
following hypothesis: 
Hl: Stakeholders of Islamic banks in Malaysia apply equal importance to 
the social and commercial objectives of Islamic banks i. e. the mean 
of the Islamic banking objectives for the seven stakeholder groups 
are equal. 
5.3.3 Support for CSR across Stakeholder Groups 
Based on the arguments presented in Chapter 3 and 4, it is expected that stakeholders 
of Islamic banks may support CSR practices of Islamic banks. Therefore the general 
hypothesis is advanced: 
H2: Majority of stakeholders of Islamic banks in Malaysia perceive CSR 
commitment of the bank as an important factor in forming a decision 
about buying a product or service from Islamic banks. 
To test this general hypothesis, the study attempts to elicit the opinion and attitudes of 
multiple stakeholder groups about CSR of Islamic banks from different angles. This 
includes questions such as whether stakeholders perceive CSR factors as one of the 
important banking selection criteria; how would stakeholders behave towards Islamic 
banks that ceased CSR practices; what would be the stakeholders perceptions towards 
multi-dimensional areas of CSR practices of Islamic banks; and what would be the 
stakeholders' attitudes and perceptions towards the commonly discussed issues 
surrounding the implementation of CSR. These aspects will be further elaborated, in 
turn, in the following sections. 
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5.3.4 CSR as part of Banking Selection Criteria 
Based on our earlier proposition that stakeholders may support CSR of Islamic banks, 
it is hypothesised that they may consider CSR as an important factor in making a 
decision to patronize Islamic banks. Accordingly, the following hypotheses (H3 to H8) 
can be put forward: 
H3: Stakeholders in Malaysia apply equal importance to the CSR factors 
along with other banking selection criteria when making a 
judgement about patronizing Islamic banks. 
H4: There are no significant differences in the various stakeholder 
groups' opinions when considering CSR as an important patronage 
criterion of Islamic banks. 
H5: There are no significant differences in the various age groups' 
opinions when considering CSR as an important patronage criterion 
of Islamic banks. 
H6: There are no significant differences in the various education 
background groups' opinions when considering CSR as an important 
patronage criterion of Islamic banks. 
H7: There are no significant differences in the various income level 
groups' opinions when considering CSR as an important patronage 
criterion of Islamic banks. 
H8: There are no significant differences in the different gender groups' 
opinions when considering CSR as an important patronage criterion 
of Islamic banks. 
5.3.5 Stakeholders' Behaviour towards CSR 
It has been widely acknowledged in the literature that expectations and perceptions 
may influence the subsequent behaviour of various stakeholders. Essentially, 
behaviour is concerned with what subjects have done, or are currently doing, or even 
planning to do. There is a body of literature that demonstrates a causal link between 
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beliefs, attitudes and behaviour 130. The focus on behaviour therefore, involves a 
description of what sort of actions respondents may take to express their beliefs and 
attitudes towards some particular objects. Hence, it is also important for this study to 
elicit the behavioural inclinations of different stakeholder groups regarding CSR 
initiatives of Islamic banks. 
The literature shows that different stakeholders may have different inclinations, i. e. 
ways of expressing their satisfaction or dissatisfaction towards firm's commitment to 
CSR131. The subsequent stakeholders' behaviour with respect to a firm's commitment 
to CSR is also of interest to this present study. Behaviour measures would typically 
include respondent likelihood to engage in specific support actions such as to continue 
using the services and to maintain loyalty in patronizing the firm, perceived as pro- 
social responsibility. On the contrary, if the firm is perceived as lacking in CSR or 
socially irresponsible the opposite predisposition of respondent would be to withdraw 
from the bank altogether. Previous studies have used different constructs to measure 
the behaviour of respondents with respect to the firm's commitment to CSR132. These 
various constructs measure the expectations and subsequent behaviour of respondents 
either showing their willingness to reward firms with high ethical and social 
responsibility commitment or vice versa. 
Accordingly, a question illustrating a specific scenario of banks' decisions about CSR 
together with 5 probable behavioural responses items to capture stakeholders' 
behavioural inclinations towards CSR are included in the questionnaire. It 
demonstrates a scenario whereby an Islamic bank decides to stop giving charity, 
donations or any other CSR activities in order to concentrate on making profits and 
maintaining competitiveness in the market. A similar approach was used in many 
other studies with the specific aim of capturing subjects' attitudes and behaviour 
130 Refer to Creyer and Ross (1997), Churchill and lacobucci (2002), Howcroft, Hamilton, et al. (2002). 
131 See, for example in Murray and Vogel (1997), Boulstridge and Carrigan (2000), Carrigan and Attala 
(2001). 
132 Refer to Garrett (1987), Smith and Alcorn (1991), Creyer and Ross (1997), Murray and Vogel 
(1997), Boulstridge and Carrigan (2000), Mason (2000), Mohr, Webb, et al. (2001), Sen, Gurhan-Canli, 
et al. (2001). 
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towards the firm's commitment to CSR'33. Table 5.2 summarises the sample item 
used to measure the different behaviour of various stakeholders towards banks that 
cease their CSR commitments. 
Table 5.2: Sample Item to Measure Respondents' Behavioural Inclinations towards 
CSR 
Question: If an Islamic bank stopped giving charity, donation and other social responsibility 
commitments in order to concentrate on making profits and maintaining its 
competitiveness in the market, would you: 
Measures Stakeholder Sample item 
Disapproval Customers Stop using Islamic banking facilities and switch to 
Depositors another bank that was highly regarded as socially 
responsible 
Managers Feel Dissatisfied and be less motivated to work hard 
Employees 
Regulators Rate the bank negatively since it does not adhere to 
Sharfah Advisors the true spirit of Shari ah 
Local Have a negative impression towards the Islamic bank 
Communities which was supposed to adhere to the Islamic 
principles and exemplify a higher standard of social 
responsibility practice 
Disapproval Customers Send a letter of protest to the banks 
with action Depositors 
Managers Pass on a petition to the top management to revoke 
Employees the decision 
Regulators Advise the top management to revoke the decision 
Shariah Advisors 
Local communities Send a letter of protest to the banks 
Approval with Customers Feel happy since it may signal an increment to the 
self-interest Depositors returns that you will receive on the investment/savings 
paradigm de osits for the coming years. 
Managers Feel happy since it may signal an increment in the 
Employees bonus that you will receive for the coming years 
Local communities Have a positive impression since it may signal an 
increment in the returns that depositors will receive on 
their investment/savings deposits for the coming 
years. 
Approval with All stakeholders Agree with the decision since the Islamic bank must 
pragmatism be able to compete with other banks and remain 
sustainable and viable. 
Indifference All stakeholders Do not care since it does not directly affect you 
As indicated in Table 5.2, there are various choices respondents may select to indicate 
whether they approve or disapprove of a firms' decision to cease CSR activities. 
However, the degrees of decision might be different from one person to another. 
"' See, for example, Creyer and Ross (1997), Murray and Vogel (1997), Henriques and Sadorsky 
(1999), Sen, Gurhan-Canli, et al. (2001). 
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According to Henriques and Sodorsky (1999) and Mitchell, Agle et al. (1997), 
stakeholders may either respond positively or negatively in different ways and for 
different reasons. The responses normally can be attributed to the level of 
consciousness towards CSR, and the amount of power, legitimacy and urgency 
assumed by each of the stakeholder groups. For example, highly CSR-conscious 
minded customers may voice their discontent by either communicating their 
dissatisfaction via passing on a petition to the manager of the company, or perhaps 
boycotting the company's product altogether 134, but for some who lacked CSR 
consciousness and were imbued with self-centred attitude may not be bothered with 
CSR but rather preoccupied with other materialistic and short term gains of their 
business undertaking. 
5.3.6 Dimensions of CSR of Islamic Banks 
As also discussed in the preceding chapters, a wide spectrum of CSR areas and 
dimensions has been proposed in the literature. In this study, we have chosen sixteen 
variables representing different dimensions of CSR practice. These variables were 
selected and adapted based on the various frameworks which have been widely 
researched in the CSR literature 135, together with the newly created variables of CSR 
relevant to our present study on Islamic banking institutions (as presented in Chapter 
4). These variables are: protecting the health and safety of workers; investing in 
education and training for staff; treating all employees and job applicants fairly (no 
discrimination); conserving energy and water consumption in banking premises; 
adopting waste recycling policies; financing companies that do not harm the 
environment; financing companies that do not violate human rights; financing small 
and medium size enterprises (SMEs); providing affordable financial services to the 
deprived areas; supporting charities and community projects; paying zakat and giving 
sadaqah consistently; fostering Islamic values and way of life for customers; fostering 
Islamic values and way of life for staff; helping solve social problems like crime, 
134 See, for example, Garrett (1987), Smith and Alcorn (1991), Henriques and Sadorsky (1999), Mason 
(2000), Mohr, Webb, et al. (2001), Sen, Gurhan-Canli, et al. (2001). 
135 See for example Carroll (1979), Wartick and Cochran (1985), Wood (1991), Pikston and Carroll 
(1994), Lewin, Sakano, et al. (1995), Swanson (1995), Maignan and Ferrell (1999), CSR-Europe 
(2001), EIRIS (2001), Maignan (2001), EIRIS (2003), Maignan and Ferrell (2003), (2004). 
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poverty and social exclusion; listening and responding to public view and concern and 
granting of interest-free loans (Qard al-hasan). Hence the following hypotheses are 
proposed: 
H9: Stakeholders of Islamic banks in Malaysia apply equal importance to 
all areas of CSR practices that Islamic banks have to support. 
H10: Stakeholders of Islamic banks in Malaysia are able to distinguish 
among the various dimensions of CSR that Islamic banks have to 
support. 
Hjj: There are no significant differences in the various stakeholder 
groups' opinion in distinguishing the various dimensions of CSR that 
Islamic banks have to support. 
5.3.7 Stakeholders' Expectation of CSR of Islamic Banks 
There are many conflicting expectations of CSR practices discussed in the literature. 
On the one hand, the opponents of the CSR doctrine perceive CSR and profit 
maximisation as two conflicting goals, which is not good for market-oriented firms. 
They argue that the use of organisational resources for the CSR activities, such as 
donating to charities, is detrimental to firms, since it may decrease profitability as the 
firms incur additional and unnecessary costs, thereby jeopardising long-term 
sustainability and competitiveness of the firms in the market13G 
On the contrary, the proponents of CSR counter-argue that business exists to serve the 
greater community as well as direct beneficiaries of company's operations. They 
further assert that instituting CSR components into the business strategy can create 
strategic benefits for the organisation thereby enabling it to reap higher financial 
returns in the long run and enhancing the company's competitive standing and 
financial performance in the market 137. More specifically, it has been widely 
recognised in the literature that enhancing corporate reputation is one of the most 
136 See, for example Pikston and Carroll (1994), Friedman (1996), Pikston and Carroll (1996), 
Waddock and Graves (1997), Henderson (2001). 
137 Refer to Burke and Logsdon (1996), Turban and Greening (1997), Greening and Turban (2000), 
CSR Europe (2001), Lantos (2001), O'Brien (2001), Lantos (2002), Porter and Kramer (2002), Sjovall 
(2002), Davies (2003), Johnson (2003), Snider, Hill, et al. (2003). 
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important reasons driving corporations to commit themselves to CSR activities. By 
communicating effectively about their social and environmental activities, it is 
believed that corporations can strengthen their brand, enhance their corporate image 
and reputation with customers and suppliers, as well as attract and retain a committed 
and skilful workforce. Hence, it is important for companies to be concerned about 
their organisations' relations with their stakeholders and how these various 
stakeholders perceive them in terms of CSR performance and commitment. Against 
these backdrops, the study further proposes the following hypotheses to be tested. The 
hypotheses read as follow: 
H12: There is no significant difference among various stakeholder groups 
of Islamic banks in Malaysia on the degree of disagreement 
regarding an issue that being socially responsible is costly and not 
good for sustainability of the bank. 
H13: There is no significant difference among various stakeholder groups 
of Islamic banks in Malaysia on the degree of disagreement 
regarding an issue that being socially responsible is competitively 
disadvantageous to the Islamic bank 
H14: There is no significant difference among various stakeholder groups 
of Islamic banks in Malaysia on the degree of disagreement 
regarding an issue that social responsibility and profit maximisation 
are two conflicting goals. 
H15: There is no significant difference among various stakeholder groups 
of Islamic banks in Malaysia on the degree of agreement regarding 
an issue that social responsibility can enhance the reputation and 
public image of an Islamic bank. 
Furthermore, the study also assumes that stakeholders may expect Islamic banks to 
behave socially responsible more than their conventional counterparts. This is based 
on the arguments (as discussed in Chapter 3 and 4) that there is much more to Islamic 
banking than solely focusing on profit maximisation like commercial institutions do, 
rather they have to incorporate the social responsibility components into their 
operation with the ultimate aim of serving society. Accordingly, the following 
hypotheses are advanced. 
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H16: There is no significant difference among various stakeholder groups 
of Islamic banks in Malaysia on the degree of agreement that Islamic 
banks must show a higher level of social responsibility compared to 
conventional banks. 
H17: There is no significant difference among various stakeholder groups 
of Islamic banks in Malaysia on the degree of agreement that, 
Islamic batiks should commit to social responsibility regardless of 
economic consequences since they are ultimately based on the 
Islamic principles of SharT'ah. 
5.4 RESEARCH METHODOLOGY AND DESIGN 
This study adopts descriptive research using a cross-sectional study (sample survey). 
It was thought to be the most suitable way to achieve the research objective especially 
based on the nature of the data required and the purpose for which it was to be used138. 
In this research, both primary and secondary data are collected. The secondary data is 
used to obtain other relevant information about Islamic banking systems in Malaysia, 
especially with respect to the two selected Islamic banks for this study. This data was 
obtained from two sources: the published reports from the central bank (Bank Negara) 
of Malaysia and the annual reports of the two banks understudy. Other secondary data 
from academic journals, books, magazines and working papers in both CSR areas and 
Islamic banking fields was also used to define the CSR dimensions for Islamic banks 
and to develop the research framework and hypotheses. 
As for the empirical part of this study, the researcher used primary data mainly to suit 
the nature and purposes of this research which were to elicit respondents' opinions 
and attitudes towards CSR of Islamic banks in Malaysia. The survey approach using 
138 Descriptive research is undertaken with an objective to describe relevant aspects of the phenomenon 
of interest from an individual, organisational, industrial and other perspective. Data collected through 
descriptive research can provide valuable information about characteristics of the groups and also about 
the relationships between the characteristics. There are two basic descriptive research studies: cross- 
sectional and longitudinal. The former measures a population at one point in time, while the latter 
involves data collection at several periods in time. Besides descriptive research, other research designs 
are exploratory and causal research. These research designs mainly act as a master plan specifying the 
methods and procedures for collecting and analysing the needed information. For a detailed discussion 
on the various research designs, refer to Sekaran (1992), Tull and Hawkins (1993), Burns and Bush 
(2000), Churchill and lacobucci (2002), Elanain (2003), Neuman (2003) 
119 
Chapter 5 Research Framework and Methodology 
questionnaire is thought to be the most appropriate technique in collecting the 
intended primary data. It also allows quantitative analysis to be conducted in the 
testing of inferences and also its potential to generalise the findings (Neuman 2003). 
In fact, the review of literature reveals that most of the mainstream CSR researchers 
who aim to survey respondents' opinion or attitudes towards various issues and 
dimensions of CSR use primary data with questionnaire as the instrument for their 
research (refer to Table 2.2 in Chapter 2). 
There are various techniques in collecting primary data and administering the 
questionnaire: face-to-face interviews, telephone surveys, self-administered surveys 
(mail and drop-off surveys) and more recently the internet, that is, via e-mail and the 
World Wide Web (WWW)139. There are two methods of self-administered survey that 
can be conducted: mail survey and drop-off survey. The former only requires the 
researcher to post the questionnaire to the prospective respondents and wait until it is 
completed and returned to the researcher. On the other hand, using a drop-off survey, 
the researcher approaches a prospective respondent, introduces the general purposes 
of the survey and leaves it with the respondent to complete (Burns and Bush 2000). 
Essentially, the objective is to gain the prospective respondent's cooperation. 
Normally, the researcher will return on the same day or the next day to collect the 
completed questionnaire. In this way a researcher can cover a number of survey 
locations in a single day with an initial drop-off and later collection (Elanain 2003). 
After taking into consideration both advantages and disadvantages aspects of several 
techniques, this study adopted the self-administered questionnaire approach using 
both mail survey and drop-off survey methodology for three reasons: First, it is 
suitable for collecting data about attitudes and opinions as suggested by Burns and 
Bush (2000) and Elanain (2003), and has been extensively employed in many similar 
studies on perceptions of CSR-related issues140, Islamic banking-related issues141 and 
139 For a detailed discussion on the advantages and disadvantages of the different techniques in 
collecting primary data, refer to Dillman (1978), Frankfort-Nachmias and Nachmias (1996), Burns and 
Bush (2000), Dillman (2000), Neuman (2003). 
140 See, for examples in Fulop, Hisrich, et al. (1999), Maignan (2001), Al-Khater and Naser (2003), 
Elias (2004), McLachlan and Gardner (2004). 
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other banking marketing-related issues142. Secondly, the self-administered approach is 
appropriate for covering a large number of respondent groups and at diverse 
geographical locations as intended in this study (as in this study a number of Islamic 
banks' branches). Finally, by using the self-administered approach, the researcher 
could overcome several major constraints of this study, such as the unavailability and 
inaccessibility of information required to construct a sampling frame such as 
information on customers and depositors of the banks under study and the limited 
resources (both time and financial) available. 
5.5 SAMPLING PROCESS 
Having determined the technique used for data collection i. e. questionnaire, the next 
step is to define the population from which the sample was drawn. Therefore the 
study follows the six-step procedure as outlined by Churchill and Lacobucci (2002) 
and depicted in the Figure 5.2 below: 
Figure 5.2: Six-Step Procedure for Drawing a Sample 
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Source: Churchill and Lacobucci (2002) 
141 See, for examples in Erol and El-Bdour (1989), (1990), Omer (1992), Haron, Ahmad, et al. (1994), 
Gerrard and Cunningham (1997), Metawa and Almossawi (1998), Naser, Jamal, et at. (1999), Ahmad 
and Haron (2002), Abbas, Hamid, et at. (2003). 
142 See , 
for examples in Bowen, Gilliland, et at. (1999), Owusu-Frimpong (1999), Sureshchandar, 
Rajendran, et al. (2001), Howcroft, Hamilton, et at. (2002), Jamal and Naser (2002), Sureshchandar, 
Rajendran, et al. (2002), Gounaris, Stathakopoulos, et al. (2003). 
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5.5.1 Research Population 
In this study, we have identified the following stakeholders namely, customers, 
depositors, managers, employees, Shari'ah advisors, regulators and local communities 
as our primary target respondent groups143. Hence, the target population comprised of 
stakeholders of two full-fledged Islamic banks in Malaysia namely Bank Islam 
Malaysia Berhad (BIMB) and Bank Muamalat Malaysia Berhad (BMMB). The 
selection of various respondents was made based on the following definition of 
stakeholder groups: 
1. Customers: Those who had a banking relationship with the two Islamic banks, 
in particular financing customers. They may or may not have deposit accounts 
with the Islamic banks under study. Examples of such customers are those 
who experienced in using consumer financing products like house financing, 
personal financing, motor vehicle financing, education financing etc.; or 
corporate financing products like trade financing, letter of credits, Islamic bills, 
Islamic bonds etc. 
2. Depositors: Those who have deposit accounts with any of the two Islamic 
banks under study. Their relationship with the bank is only confined to 
fiduciary engagement i. e. depositors of the banks and hence not using any 
financing services offered by the banks. Types of deposit account holders 
included in this study were current account holders, saving account (Al- 
Wadi'ah) holders and investment account (Mudärabah) holders. 
3. Local Communities: Those who do not have any direct banking relationship 
with the Islamic banks under study i. e. they are customers or depositors of the 
conventional commercial banks. 
4. Employees: All employees at various organisational positions and levels of the 
Islamic banks excluding branch managers. 
5. Managers: All branch managers and state managers of the two Islamic banks. 
143 After taking into consideration limitations that may impede process of gathering the data, we have 
decided to discard shareholders from the list of stakeholders for this study. The reasons are twofold: 
First, since majority of shareholders of BIMB (almost 93%) and BMMB (100%) are institutional 
shareholders, it is not feasible to gather data from them. Secondly, even if the decision to include the 
respective institutional shareholders is pursued, it would be an enormous task to decide on the most 
appropriate person to answer the questionnaire. This is because the investment decision for these 
organisations normally involved various parties and committees at different management levels. 
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6. Regulators: Central Bank's (Bank Negara Malaysia) officers who are 
responsible for overseeing matters concerning Islamic banking regulation and 
supervision. More specifically, officers from two main departments, namely 
Islamic Banking and Takaful Department (IBTD) and Supervision 
Department'aa 
7. Shari'ah Advisors: The Shari'ah experts who are appointed to sit in the 
Shari'ah Advisory Council for the two Islamic banks under study. 
5.5.2 Sampling Frame 
In order to minimise the potential random error in the sample selection process, it was 
deemed proper to consider the appropriate sampling technique and the sample size for 
the study (Burton 2000b). The method of data collection for this study was originally 
planned on the assumption that the ideal sampling frame as identified in any research 
methodology literature would be accessible to the researcher. In the case of this study, 
the ideal sampling frame would be the lists of all customers, depositors, local 
communities, employees and managers of BIMB and BMMB respectively, and the 
list of all regulatory officers of Bank Negara Malaysia. The availability of such lists 
would enable the researcher to sample the population through the use of a table of 
random numbers which could ensure random sampling and prevent biasness. 
However, developing such an ideal sampling frame would have been almost next to 
impossible, as time and resources were the main constraints to this study. Furthermore, 
to gain access to information on respondents, particularly the customers and 
depositors' profiles was another critical issue, since all banks and government 
agencies are bound by duty of secrecy as prescribed in the Banking And Financial 
144 IBTD is a regulatory department, which supervises issues and formulates policies on Islamic 
banking and Takaful business operations. It also develops strategic planning for the whole industry. On 
the other hand, the Supervision Departments are responsible for overseeing the operation of the Islamic 
financial institution in the banking industry. They are just like an audit team monitoring the industry's 
business part or conducting examinations (audit) on the players in order to ensure that their operations 
conform to the legislation, regulations, policies, guidelines as issued by the Central Bank (in particular 
IBTD department) from time to time. Put simply, they are more concerned with financial and 
prudential condition/health of the Islamic banking industry. In this study, we only included those 
officers who were directly in charge of Islamic banking supervision in our sampling frame. This 
information was gathered from an interview with Mr. Rustam Mohd Idris, Deputy Head of IBTD on 
21" July 2004 at 10.30 a. m. 
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Institutions Act (BAFIA) 1989 145 and the Official Secrets Act (OSA) 1972 
respectively, as well as other administrative circulars issued by the government. To 
overcome some if not all the difficulties mentioned above, the official statistics, 
general figure obtained from the Department of Statistics Malaysia, Bank Negara 
Malaysia, Bank Islam Malaysia Berhad and Bank Muamalat Malaysia Berhad, acted 
as the source of reference when determining the sampling strategy. Another strategy 
adopted was to distribute the questionnaire randomly to customers, depositors, 
employees and local communities at the banks' premises i. e. bank's branches using 
`drop-off' self administered methodology (as discussed earlier). 
5.5.3 Sampling Procedure and Its Rationale 
Due to several ineluctable constraints faced by the researcher such as the size of the 
coverage involved and the numerous constraints notably the cost factor, project 
timeliness and fieldwork mobilization, a multi-stage sampling procedure involving 
purposive sampling and convenience sampling was adopted, particularly with respect 
to four respondent groups under study, namely customers, depositors, local 
communities and employees of the two Islamic banks (refer Figure 5.3). The main 
reasons for this is to ensure the data collected are representatives and of high quality. 
145 Section 97(1) provides a clear provision on duty of secrecy. It states "..... no person who for any 
reason, has by any means access to any record, book, register, correspondence, or other documents 
whatsoever, or material, relating to the affairs or, in particular, the account, of any particular 
customer of the institution, shall give,..., or make a record for any person, of any information or 
document whatsoever relating to the affairs or account of such customer". Refer to BAFIA (1989). 
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Figure 5.3: Multi-stage Sampling Procedure 
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It is important to note that, the sampling procedure that is discussed here only covers 
the four respondent groups under study, namely customers, depositors, employees and 
local communities. As for the other three respondent groups, considering the small 
number and manageable population, it was decided to include all branch managers, 
Shari'ah advisors and regulators of the Islamic banks in the sampling frame. Burton 
(2000b) argued that it is possible for researchers to survey all the cases in a specific 
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population when the numbers of relevant cases are small 
At the first stage of this procedure, the study was divided into four zones, namely; 
(a) East Zone comprising states of Kelantan, Terengganu and Pahang; 
(b) Central Zone comprising states of Selangor and Kuala Lumpur; 
(c) North Zone comprising states of Penang, Perak, Kedah and Perlis; 
(d) South Zone comprising states of Negeri Sembilan, Malacca and Johor 
All the states within each zone were then classified based on a commonly used 
classification of Peninsular Malaysia's 
147 population. The states in each zone also 
146 Refer to Burton (2000b). 
147 Malaysia consists of West Malaysia or Peninsular Malaysia and East Malaysia. Peninsular Malaysia 
has twelve states including the Federal Territory of Kuala Lumpur. East Malaysia has two states of 
Sabah and Sarawak. The Northern region covers the states of Kedah, Perlis, Penang and Perak. The 
Eastern region covers the states of Kelantan, Terengganu and Pahang. The Southern regions cover the 
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shared similar characteristics such as dialects, racial and religion composition and 
customs similarities. For example inhabitants of Kelantan, Terengganu and Pahang 
shared similar dialects commonly known as `Eastern dialects of Malay language', 
while Muslims in both states, respectively, stood at more than 90% of the total 
population (Department of Statistics Malaysia 2003). Such classification also 
1 4ß. 
resembles BIMB's regional operation categorization 
At the second stage, only one state representing each zone was selected. The chosen 
states were considered purely for ease of data collection processes, due to the 
aforementioned constraints. Hence, this enabled the data collection process to be 
conducted at the various branches of the two Islamic banks under study from the four 
main states representing four different regions. A total of 52 branches of Islamic 
banks understudy located in these four regions were visited in an endeavour to obtain 
a diverse and representative sample. Figure 5.4 provides a better picture of the 
selected states representing the different regions of the Peninsular Malaysia, 
especially for the fieldwork study. 
states of Johor, Malacca and Negeri Sembilan. While the central regions cover the states of Selangor 
and the Federal Territory of Kuala Lumpur. 
148 The BIMB's regional offices at different zones overseeing the operation of all branch networks 
located within each zone. On the other hand, BMMB does not have such regional operation offices. It 
might be because of the fewer number of BMMB's branches as compared to BIMB. For example in 
Kelantan, BMMB only has one branch cater for the needs of the whole Kelantanese population. 
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Figure 5.4: The Selected States of Peninsular Malaysia for Fieldwork Study 
enang (Northern) 
IMB: 4 branches 
MMB: 3 branches 
IPENAIIG 
uala Lumpur (Central) 
IMB: 11 branches 
MMB: 6 branches 
5.5.4 Sample Size and Sample Breakdown 
Kelantan (Eastern) 
BIMB: 34 branches 
BMMB: 1 branch 
Johor (Southern) 
BIMB: 10 branches 
BMMB: 18 branches 
Sekaran (1992; p. 253) produces a table indicating an adequate sample size required 
to obtain samples of varying degrees of accuracy. Following the technique introduced 
by Sekaran (1992), a purposive decision was made on the total size of 1,780 
observations in which the samples were broken into sub-samples comprising of those 
respondent groups mentioned earlier (See Table 5.3 for detailed breakdown of the 
sub-samples for each respondent groups). 
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Table 5.3: Sample Size by Respondents Groups 
Research Framework and Methodology 
Zone Represented State Respondent Grou s Sample Size 
East Kelantan Customers 100 
Depositors 100 
Local Communities 100 
Em to ees 100 400 
Central Kuala Lumpur Customers 100 
Depositors 100 
Local Communities 100 
Employees 100 400 
North Pulau Pinang Customers 100 
Depositors 100 
Local Communities 100 
Em to ees 100 400 
South Johor Customers 100 
Depositors 100 
Local Communities 100 
Employee s 100 400 
Managers 134 134 
All States Shariah Advisors 10 10 
Regulators 36 36 
TOTAL 1780 
As shown in Table 5.3, the sample for the four respondent groups, namely customers, 
depositors, employees and local communities of the two banks was distributed equally 
by states. As for branch managers, the census was undertaken based on the actual 
numbers of BIMB's and BMMB's branches throughout the country. A similar census 
approach was done for Shari'ah advisors of the two Islamic banks under study. For 
the regulators, the determination of sample size was based on the actual number of 
BNM's (Central Bank) staff who were actually dealing with supervision and 
1 regulation of the Islamic banks under study49. 
5.6 RESEARCH INSTRUMENTS 
To minimise the element of bias that could emerge from the study, a structured 
questionnaire consisting of mainly close-ended types of questions with a few open- 
ended questions were carefully constructed for the study. This allowed the researcher 
to use appropriate statistical tests in evaluating the empirical findings of the study as 
1°9 The information on the number of the regulatory officers (Bank Negara Malaysia's officers) who 
are directly in charge with supervision and regulation of Islamic banks was given by the Head of 
Islamic Banking and Takaful Division and an officer of Banking Supervision Department of BNM. 
Consequently, the questionnaires were distributed to the respective respondents through these two 
contact persons. This approach is also recognised as networking sampling or snowball sampling by 
which the researcher establishes contact with a suitable respondent, then asks the respondent for other 
contacts with the required characteristics. Refer to Burton (2000b). 
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well as to encourage easy response from the various respondent groups under study. It 
also enabled uniformity and consistency throughout the data collection process. 
5.6.1 Instrument Development 
At the preliminary stage of the questionnaire development, the researcher gathered 
and reviewed several questionnaires that were previously used in CSR research as 
well as in other Islamic banking studies. The purpose was to understand the 
correlation between their research objectives and the information they gathered, 
which was the ultimate objective of this exercise. Additionally, many articles, PhD 
theses, dissertations, journal articles and exploratory surveys about CSR, Islamic 
banking and banking patronage studies were consulted in order to develop a valid and 
effective questionnaire 150. The instrument development also benefited from many 
suggestions proposed by research methodology gurus such as Sekaran (1992), 
Frankfort-Nachmias and Nachmias (1996), Churchill and Iacobucci (2002) and others. 
The issue of measurement and scaling procedure were also taken in due consideration. 
Measurement means assigning numbers or other symbols to characteristics of objects 
according to certain pre-specified rules, while scaling was an extension of 
measurement which involved creating a continuum on which measured objects were 
located (Churchill and lacobucci 2002). There were four primary scales of 
measurement; nominal, ordinal, interval and ratio (Kachigan 1986). The survey 
instrument adopted in this study was a close-ended questionnaire, structured in a 
mixed format of nominal and ordinal. The study uses the rating type scale, namely the 
Likert scale 151. A questionnaire based on the Likert scale is easy to construct and 
administer. Respondents can easily understand how to use the scale, making it 
150 Refer to Turnbull and Gibbs (1989), Erol, Kaynak, et al. (1990), Ismail and Keang (1991), Omer 
(1992), Kader (1993), Haron, Ahmad, et al. (1994), Kader (1995), Gerrard and Cunningham (1997), 
Murray and Vogel (1997), Metawa and Almossawi (1998), Maignan, Ferrell, et al. (1999), Naser, 
Jamal, et al. (1999), Owusu-Frimpong (1999), Mason (2000), Almossawi (2001), Gerrard and 
Cunningham (2001), Maignan (2001), Mohr, Webb, et al. (2001), Othman (2001), Ahmad and Haron 
(2002), Abbas, Hamid, et al. (2003), Maignan and Ferrell (2003), Elias (2004), McLachlan and 
Gardner (2004) and others. 
151 Named after its developer, Rensis Likcrt, Likert scale is widely used rating scale that requires the 
respondents to indicate a degree of agreement or disagreement, important or not important with each 
series of statements. Refer to Albaum (1997). 
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suitable for mail, telephone or personal interviews. Also data from the close-ended 
questions is relatively easy to process and analyse in that the researcher can use the 
standard format of the answers for subsequent statistical tests (Moser and Kalton 
1986). 
5.6.2 Questionnaire Content 
The questionnaire was fairly comprehensive consisting of 24 questions, covering a 
wide range of issues aiming to gauge respondent attitudes towards Islamic banking 
characteristics and objectives; CSR as part of banking selection criteria; dimensions 
of CSR practices; and issues on CSR implementation of Islamic banks. The 
questionnaire covered eight pages and was separated into 4 parts (see Appendix 5A 
for a sample of questionnaire used in this study). 
The first section covered three questions eliciting the respondents' perceptions about 
characteristics of Islamic banks, the various degree of importance of Islamic banking 
objectives to be pursued and factors that mattered to them in making decisions or 
judgements about patronising Islamic banks. Many of these factors were adapted from 
patronage studies of Islamic banks (see Chapter 4). 
The second section aimed to elicit the perceptions of various stakeholders on the issue 
of CSR in Islamic banking environment. In particular, the section listed 2 main 
questions. One question asked respondents about their willingness to support CSR 
initiatives of Islamic banks. Then a question listing all relevant dimensions and areas 
of CSR of Islamic banks was posed asking them to rate, on a five-point Likert scale, 
the degree of importance for each of the items listed The series of dimensions and 
areas of CSR of Islamic banks were adapted from many empirical and theoretical 
studies of CSR as discussed in Chapter 2 together with an extensive review of 
relevant literature on Islamic banking, Islamic ethics and morality as presented in 
Chapter 3 and 4. 
The third section of the questionnaire sought respondents' perception and attitudes 
towards various implementation issues of CSR of Islamic banks. The section covered 
three main questions posed to all respondent groups together with some additional 
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questions to specific stakeholder groups. One direct question was asked to the 
respondents about the importance of CSR for them when forming a decision about 
buying a product or service from an Islamic bank. The second question is constructed 
in such a way as to measure their different behaviours towards Islamic banks that 
ceased giving donations, charity or any other CSR commitments in order to 
concentrate on making profits. For this particular question, 5 sets of probable 
behavioural responses items were posed to capture different stakeholder groups' 
attitudes towards CSR. Finally, using the same Likert-type scale ranging from 
"strongly disagree" to "strongly agree", the respondents were asked to give their 
opinion on various issues of CSR of Islamic banks including performance 
implications, reputation, sustainability and comparability to conventional banks. 
The questionnaire was originally prepared in English and then translated into Malay 
by using the backward translation method with an assistant from a third party who 
was fluent in both languages to avoid translation bias and error. Only minor 
discrepancies were observed between the original instrument and its back translated 
version and hence easily resolved by the translator. 
5.6.3 Pilot Testing 
Before the final version of the questionnaire was sent out, it was pilot tested to 
determine the appropriateness and relevance of the questions in the instrument. The 
purpose of the pilot testing was mainly to check on the uniformity, consistency and 
validity of variables used in the instruments, the language used, the timing of the 
fieldwork and to test the research design. It has been widely recognised that reliability 
and validity of the instrument used can be improved by using this pre-test or pilot 
study 152. Following the recommendations by Huck and Cormier (1996), Sapsford and 
Jupp (1996) and Neuman (2003), the pilot test for this study was conducted in 
152 Reliability and validity are central issues in all measurement. Both are concerned with how concrete 
measures are connected to construct. Reliability or dependability means that the numerical results 
produced by an indicator do not vary because of characteristics of the measurement process or 
measurement instrument itself. In contrast, validity suggests truthfulness or the way researcher 
conceptualises the idea in a conceptual definition and a measure. It refers to how well an idea about 
reality fits with actual reality. For a detailed discussion, refers to Huck and Cormier (1996), Sapsford 
and Jupp (1996), Neuman (2003). 
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December 2003 in Malaysia through a convenience sampling procedure. A total of 41 
respondents were invited and participated in this trial run, and also reviewed the initial 
questionnaire. After showing the first draft to the research supervisor, this early draft 
of the questionnaire was circulated and piloted to lecturers at the Faculty of 
Economics and Management Sciences, International Islamic University Malaysia, 
experienced researchers on CSR areas, businessmen, Shari'ah advisors and bank 
officers of the two banks understudy. 
The reasons for testing the questionnaire in the field itself are threefold: First, since 
this is the first-ever doctoral research on stakeholders' perspectives of CSR of Islamic 
banks in Malaysia, the only risk factor this research foresaw was the cooperation of 
the sample population. Therefore it was decided to assess the initial response of the 
market. Second, some of the questionnaire items were constructed primarily based on 
the CSR literature drawn from past studies, conducted primarily in the US and 
European countries. Therefore, it was deemed essential to be tested directly in 
Malaysia, which was seen as an emerging economy and possessing distinct 
characteristics. Finally, by conducting a pilot study in the field itself, the researcher 
was able to measure the feasibility in identifying and collecting the data from the 
various stakeholder groups. For instance, from the pilot study, the researcher 
identified the potential of getting responses from local communities who actually 
visited Islamic banks either at the end or in the early period of the months to withdraw 
cheques or simply to discuss about the potential financing products of Islamic banks 
with respective bank's officers. 
Based on the feedback from these respondents, several modifications were made to 
the wording of some questions, and some less important questions were deleted to 
reduce the length of the questionnaire. The results of the pilot test also provided 
useful inputs in the determination of the direction of the study. Appendix 5A shows 
the final version of the questionnaire based on the inputs gathered during the pilot 
study. 
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5.7 DATA COLLECTION 
The process of data collection continued for three months, from May through July 
2004. The study adopted two main approaches in the data collection process i. e. 
distributing the questionnaires: mail survey and drop-off survey. 
5.7.1 Mail Survey 
The mail survey was used in the study primarily on branch managers. The 
questionnaires were mailed during the last week of May 2004. Following Dillman's 
(1978) suggestion, a personalised cover later was used to increase the response rate. A 
copy of the cover letter is reproduced in Appendix 5B. The cover letter highlights the 
importance of the study as well as the benefits of participating in the survey. The 
respondents were also assured anonymity and confidentiality to encourage response. 
Additionally, the researcher managed to get a letter of approval and recommendation 
to conduct the research from the top management of the two banks under study, 
notably, the Executive Vice President of BMMB and Senior Manager of BIMB 
respectively (also reproduced in Appendix 5C). The recommendation letter was 
attached together with the mailed questionnaires and cover letter to further stimulate 
response. Finally, a pre-stamped self-address envelope was provided with each 
questionnaire to facilitate the mailing process. 
5.7.2 Drop-off Survey 
For the fieldwork survey, the drop-off approach was conducted in such a way that 
data were collected through self-administered questionnaires distributed by hand to 
individuals, namely customers, depositors, local communities and employees at the 
various Islamic banks' branches in the four chosen states representing four main 
regions of Malaysia 153. The researcher approached a prospective respondent, 
153 As for the regulators, the researcher approached a contact person in the Central Bank., explained 
about the general purposes of the research, the intended criteria of respondents and basic rules for 
distributing the questionnaire. Then, a set of questionnaires were given to the person to be distributed 
among the officers who were directly responsible for overseeing the operation of Islamic banks. After 
about 2 weeks, the researcher then collected the completed questionnaire from the person. A similar 
approach was also used in distributing the questionnaire to Shari'ah advisors. The only difference was 
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introduced the general purposes of the survey and left the questionnaire with the 
respondent to complete. The researcher returned on the same day or the next day to 
collect the completed questionnaire. The study follows similar methodology adopted 
by previous banking marketing and behavioural studies (see earlier research by Erol 
and El Bdour 1989; 1990; Haron, Ahmad et al. 1994; Gerard and Cunningham 1997; 
Metawa and Almossawi 1998; Sureshchandar, Rajendran et al. 2002; and others). 
To ensure the smooth running of the fieldwork, the principal researcher was assisted 
by five research assistants. These research assistants were recruited from 
undergraduate students from the International Islamic University Malaysia, University 
Malaya and University Science Malaysia, Penang. The principal researcher and 
research assistants were sent to different BIMB's and BMMB's branches in all of the 
four states mentioned. See Table 5.4 for details of visited branches. 
' Branches Visited 
- ---- -- -- --------- ---- States --- -- ---- - -- - BIMB BMMB 
1. Kelantan 1. Wakaf Siku Branch 1. Kota Bharu Branch 
2. Wisma Abrar Branch 
3. Rantau Panjang Branch 
4. Pasir Mas Branch 
5. Kuala Kral Branch 
6. Gua Musang Branch 
7. Machang Branch 
2. Kuala Lumpur 1. Jalan Raja Laut Branch 1. Jalan Melaka Branch 
2. Bandar Wawasan Branch 2. Wisma Bandar Branch 
3. Taman Melawati Branch 3. Jalan Ipoh Branch 
4. HUM Gombak Branch 4. Taman Melawati Branch 
5. Selayang Branch 
3. Johor 1. Johor Bahru Branch 1. Johor Bahru Branch 
2. Batu Pahat Branch 2. Johor Jaya Branch 
3. Tampoi Branch 3. Kulai Branch 
4. Kota Tinggi Branch 4. UTM Skudai Branch 
5. Pasir Gudang Branch 
4. Penang 1. Bagan Luar Branch 1. Butterworth Branch 
2. Georgetown Branch 2. Bayan Baru Branch 
3. Bayan Baru Branch 3. USM Branch 
4. Ke ala Batas Branch 
Respondents were randomly selected from among customers, depositors and local 
communities154 who visited the sampling locations during the chosen time intervals, 
that, a deliberate effort was undertaken to distribute the questionnaire in person to each of the Shari'ah 
advisors. 
154 As defined, local communities are those who are neither deposit account holders nor financing 
customers of the Islamic banks i. e. they are conventional bank customers. However, many of them 
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in order to eliminate the sampling frame errors and to ensure the representation of the 
population under study in the sample units. Following the data collection procedures 
outlined by Kader (1993; 1995), Gerrard and Cunningham (1997), Metawa and 
Almossawi (1998), and Owusu-Frimpong (1999), the questionnaires were distributed 
during various working hours of the same day (morning and evenings), as well as 
various days of the week during the three month period (May till July 2004), to avoid 
any potential bias owing to high concentration of bank customers, depositors or local 
communities during certain hours of the day, or certain days of the week or month. It 
is worth noting that the interviewers were told to follow the time schedule and were 
regularly supervised to ensure that the instruction was properly carried out. By strict 
adherence to the set time schedule, a systematic random method of sampling was 
implemented. Every respondent (depositor, customer and local community) who 
visited the selected branches during the various hours and days of the week stood an 
equal chance of being randomly selected which avoided the problem of sampling bias 
which could have arisen if sampling was done only on certain days of the week or at a 
particular time of the day. 
At each Islamic bank's branch, about 20 to 40 respondents were approached. The 
researcher counted every seventh bank customer, depositor and local community 
respectively, who had completed a transaction. They were approached politely, and 
the purpose of the study was explained and they were asked if they would be prepared 
to fill in the questionnaire. Once they had agreed to participate, the respondents were 
asked whether they had any deposit accounts with the Islamic banks or had 
experienced of using any financing products or facilities offered by the Islamic banks 
or both. The researcher then handed over the designated questionnaire to the 
participating respondents according to the predetermined category of respondent 
groups (customers, depositors or local communities), to be answered either in English 
or in Malay according to their preferences. The researcher then left the respondent 
alone to answer the questionnaire and did not interfere in any way, so as to avoid any 
potential bias such as the respondents feeling intimidated, threatened or being 
visited Islamic banks' branches either to cash cheques or for other reasons which disqualified them 
from being regarded as the Islamic bank customers. 
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influenced by the researcher. Once completed, the respondent then returned the 
questionnaire to the researcher or to any of the bank staff. 
As for the employees of Islamic banks, the questionnaires were allowed to be 
completed at home and returned to the researcher on the following day. This allowed 
employees to complete the questionnaire when it was convenient, without affecting 
their working hours or break periods. Furthermore, the possibility of response bias 
was further reduced by careful explanation from the researcher to the respondents 
(Islamic banks' employees) that their management was not to be involved or interfere 
in any way and anonymity and confidentiality was guaranteed. A copy of the 
supporting letter from the banks' top management was also enclosed to motivate 
response. 
5.7.3 Response 
Table 5.5 shows the number of questionnaires that were distributed, the actual number 
of usable returned and completed questionnaire (the response rate), the overall 
response rate and the strategy used in distributing the questionnaire for each group. 
Those usable questionnaires were either returned to the researchers designated to 
distribute and collect them, or to the principal researcher's mail address. 
Table 5.5: Target Groups, Methodology Used and Response Rate 
Target Groups Distributed Usable Response Methodology 
Questionnaire returned and Rate (%) Adopted in 
completed Distributing 
Questionnaire Questionnaire 
Customers 400 367 92 Drop-off survey 
Depositors 400 383 96 Drop-off survey 
Local Communities 400 280 70 Drop-off survey 
Employees 400 335 84 Drop-off survey 
Branch Managers 134 100 75 Mail Survey 
Regulators 36 25 69 Drop-off survey 
Shari'ah Advisors 10 10 100 Drop-off survey 
Total: 1780 1500 84.27 
In general from a total of 1780 questionnaires distributed, 1541 were returned, out of 
which 1500 were usable (valid and completed), thereby yielding a response rate of 
about 84%. This response was considered large enough and sufficient for statistical 
reliability and generalisability (Tabachnick and Fidell 1996; Stevens 2002). This high 
response rate undoubtedly improved validity and reliability of the survey since the 
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greater the response, the more accurately it estimates parameters in the population 
sampled (Pallant 2002). Hence, no further attempt was made to increase the sample 
size. 
This high response rate was mainly due to several reasons. First, the questionnaires 
distributed to managers and employees were accompanied by an approval letter from 
the top management, notably the Executive Vice President of BMMB and Senior 
Manager of BIMB respectively to motivate response (See Appendix 5B and 5C). 
Second, the research methodology of self-administered questionnaire (both drop-off 
and mail survey approaches) used in distributing and approaching respondents at the 
various branches proved to be a very effective tool in yielding a good response rate. 
Many previous studies received a similar high response rate when surveying 
customers' perceptions on various banking and CSR issues using similar data 
collection techniques. For example Gerrard and Cunningham (1997) yielded 55%; 
Crcyer and Ross (1997) yielded 62%; Metawa and Almossawi (1998) yielded 75%; 
Naser, Jamal et al. (1999) yielded 69%; Owusu-Frimpong (1999) yielded 56%; Jamal 
and Naser (2002) yielded 85%; Surechandar, Rajendran et al. (2003) yielded 60%; 
and Abbas, Hamid et al. (2003) yielded 54% response rate15s 
5.8 DATA QUALITY AND RELIABILITY 
As in any survey work the quality of the results depends in large on the quality of the 
primary data collected from the respondents. Working on this premise, the researcher 
took all necessary measures to ensure that the data collected were of high quality in 
terms of accuracy and reliability. 
155 For details refer to Creycr and Ross (1997), Gerrard and Cunningham (1997), Metawa and 
Almossawi (1998), Naser, Jamal, et al. (1999), Ow usu-Frimpong (1999), Jamal and Naser (2002), 
Abbas, Hamid, et al. (2003), Sureshchandar, Rajendran, et al. (2003) 
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5.8.1 Fieldwork Training and Briefing 
Following the suggestion made by Vaus (1991), particular attention was given to the 
proper handling of the respondents by the enumerators, especially in the identification 
and field selection of respondents. Accurate recording of the responses (information) 
was also given sufficient emphasis in order to eliminate the unnecessary non-random 
bias that may have occurred in the data. This was achieved by having a compulsory 
one day training and briefing session to all research assistants involved. This was 
because accuracy and reliability of data collected during the fieldwork depended on 
the quality performance of these researchers (Vaus 1991). 
The research assistants were thoroughly briefed on the fieldwork techniques, the 
objectives of the survey, the content of the questionnaires, the handling of the 
respondents and the research environment. Other efforts made, included meetings 
every evening to discuss field problems encountered during the day. Experiences in 
approaching the respondents, asking the questions and pacifying difficult respondents 
were shared during these sessions. These debriefing sessions also provided some 
insights into how to assess the data quality and how to interpret the data. 
5.8.2 Cronbach's Alpha Test 
Since most of the questions in the questionnaires were prepared using some form of 
scales (Linkert-type scale), it was important to test the reliability of the results (Moser 
and Kaltoll 1986). One of the most commonly used tests is the pre-analysis testing is 
the Cronbach's Alpha coefficient. This test was designed to measure a scale's internal 
consistency. This refers to the "degree to which the items that make up the scale 
'hang together" (Pallant 2002). Hence, the Cronbach's Alpha test was used to assess 
the relationship between different parts of the questionnaire in this study. The 
Cronbach's Alpha ranges between zero and one; where zero indicates no correlation 
between various parts of the questionnaire and one refers to perfect correlation 
between them. Huck and Cormier (1996) indicated that 0.70 is an acceptable level of 
significance for Alpha i. e. the scale has good internal consistency. 
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In our study the Cronbach Alpha coefficient for all respondent groups for 59 items 
that used the scale was O. S96 (See Table 5.6 and Appendix 5D). This reliability value 
is above 0.70, indicating satisfactory level of internal inconsistency (Huck and 
Cormier 1996) and Bence the scale can be considered reliable with our sample. 
Table: 5.6: Reliability Statistics (Cronbach's Coefficient Alpha) 
Cronbach's Alpha (CO N of Items 
. 896 
59 
5.9 SUMMARY AND CONCLUSION 
This chapter has discussed the research methodology employed, especially in 
conducting the empirical part of the study. Since the empirical study was to survey the 
perceptions of multiple stakeholder groups on various issues of CSR of Islamic banks, 
a cross-sectional primary data utilising questionnaire instrument was selected as the 
best method of data collection for this study. The research design was briefly 
examined, followed by a discussion on various research strategies. The chapter also 
highlighted the sampling process in the light of the six-step procedure of drawing 
sample proposed by Churchill and Lacobucci (2002). The actual process of data 
collection in this research was then discussed in detail, including the timing, the 
approach, the limitations and the response rate. Finally, the statistical techniques most 
appropriate to meet the research objectives were briefly discussed. 
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Profile Analysis 
6.1 INTRODUCTION 
This chapter provides descriptive statistics of the respondents in the sample as a basis 
for understanding characteristics of stakeholder groups of Islamic banks who 
participated in the study. This method, also known as profile analysis is widely used 
in social science research especially those studies that involve survey and 
investigation of perception and behavioural issues (Huck and Cormier 1996; Metawa 
and Almossawvi 1998). This method of analysis has been used in many studies as a 
first step before conducting any statistical analysis. Hence, the aim of this chapter is to 
provide a background of characteristics and profiles of the responding stakeholders. 
An understanding of respondents' background may give more insight into the 
attitudes and perceptions of various stakeholders towards CSR of Islamic banks. The 
presentation of these characteristics is deemed important to academic research, as this 
study represents pioneering work that surveys the perceptions of multiple stakeholder 
groups towards CSR of Islamic banking in Malaysia. The chapter starts by presenting 
the general characteristics of the sample, followed by specific characteristics of 
different respondent groups. 
6.2 PROFILE OF RESPONDENTS 
As mentioned in Chapter 6, a total of 1500 usable responses were generated from a 
total of 1780 distributed questionnaires. Apart from Managers, Shari'ah Advisors and 
Regulators", the samples of the other respondent groups were taken from different 
Islamic banks' branches of the four states, representing four main regions of 
Peninsular Malaysia respectively. This deliberate strategy was taken to ensure the 
quality and wide representation of the sample study. Table 6.1 depicts the distribution 
156 For managers, the questionnaires were mailed to every branch managers of BIMB and BMMB 
respectively throughout Malaysia, Nahile all Shari'ah advisors and regulators are stationed in Kuala 
Lumpur i. e. the central region. 
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of the responding stakeholder groups, namely customers, depositors, local 
communities and employees by four zones. 
Table 6.1: Distribution of Stakeholder Groups by Zone 
Stakeholder Group East Central South North Others Total 
N % N % N % N % N % N % 
Customers 105 28.3 104 22.8 57 20.2 101 28.6 0 0.0 367 100 
Depositors 96 25.9 97 21.2 83 29.4 107 30.3 0 0.0 383 100 
Local Communities 91 24.5 71 15.5 64 22.7 54 15.3 0 0.0 280 100 
Employees 70 18.9 121 26.5 62 22.0 82 23.2 0 0.0 335 100 
Managers 9 2.4 29 6.3 16 5.7 9 2.5 37 100 100 100 
Regulators 0 0.0 25 5.5 0 0.0 0 0.0 0 0.0 25 100 
Sharf'ah Advisors 0 0.0 10 2.2 0 0.0 0 0.0 0 0.0 10 100 
Total 371 24.7 457 30.5 282 18.8 353 23.5 37 2.5 1500 100 
a Others represent branches of BIMB and BMMB outside the selected regions. 
The next section starts by providing background information on the overall 
stakeholders who responded to the survey before examining in detail characteristics of 
each respondent group separately in the following sections. The characteristics 
examined include respondents' gender, age, marital status, educational level, and 
monthly income. 
6.2.1 Classification of Respondents by Gender, Age and Marital Status 
As depicted in Table 6.2, respondents were predominantly male 64% and female 36%. 
Almost three-quarters (72%) of the respondents were between the age group of 20-40, 
relatively few were either below 20 years old (4%) or over 40 years of age (23%). 
Consequently, the opinions expressed in the survey well reflect the attitudes and 
perceptions of the middle-aged and younger respondents (that is if we consider those 
above 40 to be the older respondents). This again indicates that the sample somewhat 
reflects the composition of the young generation. Almost 70% of the respondents 
were married. A cross-tabulation of age by marital status (see Appendix 6A) indicates 
that two-thirds of those who were married were in the mid-age group of 20-40 years. 
Of the 64 respondents in the younger age group of below 20 years, 0.5% were married. 
The majority (79%) of the single respondents were in the 20-30 age groups, while 7% 
were in the 31-40 age groups. There were only eight single respondents who were 41 
141 
(hapicr 6 Profile Analysis 
years old or older. Thus, it would seem that the findings of the survey would be highly 
influenced by the married middle-aged male respondents. 
Table 6.2: Distribution of Respondents by Gender, Age and Marital Status 
Frequency Percent 
Gender Male 951 64.0 
Female 534 36.0 
Age Group Below 20 65 4.4 
20 - 30 592 40.0 
31 - 40 478 32.3 
41 - 50 274 18.5 
Above 50 70 4.7 
Marital Single 455 30.9 
Status Married 1018 69.1 
6.2.2 Classification of Respondents by Educational Level 
The results reported in Table 6.3 show that the majority of respondents were well 
educated, with almost 24% holding a college diploma, matriculation or A-level 
certificates and about 43% holding at least a bachelor degree or above. This 
information reflects the relative importance of paper qualifications, especially for the 
young generation in facing the challenges of the present competitive world. 
Table 6.3: Distribution of Respondents by Educational Level 
Frequency Percent 
Educational Primary/Secondary School 485 32.8 
Level College Diploma/Matriculation/A-Level 353 23.9 
Bachelor 413 28.0 
Professional Qualification 80 5.4 
Postgraduate (Master or PhD) 128 8.7 
Others 18 1.2 
A cross-tabulation of respondent's age by academic qualification reconfirms the 
proposition that the young generation needs to have some form of paper qualification. 
According to Appendix 6B: 
a) 68% of respondents in age category of 40 and below had at least a diploma 
or degree qualification, while 31% indicated that they only had 
primary/secondary school qualification. 
b) 61% of those above 40 years old had at least a diploma or degree 
qualification, while 38% stated that they only had primary/secondary 
school qualification. 
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Since the majority of respondents irrespective of young or older generation had some 
form of paper qualification, it necessarily implies the quality of respondents who 
should be capable enough to participate in this study and provide reliable responses. 
6.2.3 Classification of Respondents by Monthly Income 
As depicted in Table 6.4, the majority of respondents (48%) were in the RM 1001- 
RM3000 monthly income group. 18% of the surveyed respondents earned between 
RM3001-RM5000 per month. Combined together, the respondents in those two 
income groups represent approximately 66% of the total sample. This result indicates 
that most of the respondents can be classified as middle-class income earners, since 
the majority of them have monthly incomes within the range of RM1001 to 
RM5000157. The findings reflect the pattern of income distribution of Malaysian 
households which mainly (65.2%) consist of those with earnings between RM1000 to 
RM4999 or middle-class income earners (see Appendix 6C). Moreover, about 13% 
were upper-class income earners with monthly incomes more than RM5000, while 
another 20% were lower-class income earners with monthly income less than 
RM 1000. 
Table 6.4: Distribution of Respondents by Monthly Income 
Monthly RM1,000 and below 
Income RM1,001 - RM3,000 
RM3,001 - RM5,000 
RM5,001 - RM10,000 
RM10,001 -RM20,000 
More than RM20,000 
Cl -=Approximatelyy RM7 
Frequenc 
292 
669 
251 
150 
23 
8 
Percent 
21.0 
48.0 
18.0 
10.8 
1.7 
0.6 
'57 According to the definition given in the Eight Malaysian Plan (2001-2005), lower-income households were defined as those earnings less than RMMM 1500 per month. The middle-income households, defined as those earnings between RN11500 and RM5000. While higher-income households, defined as those earnings between RM5000 and above. Refer in Economic Planning Unit (2002). 
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6.3 PROFILE OF RESPONDING CUSTOMERS AND DEPOSITORS 
A total of 750 responding customers and depositors participated in this study, out of 
which 51% were depositors and the balance 49% were customers. From this total, 
53% of the respondents belonged to BMMB's customers and depositors, while the 
remaining 47% were BIMB's customers and depositors (refer Figure 6.1). 
Figure 6.1: Distribution of Customers and Depositors by Banks 
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6.3.1 Classification Gender, Age and Marital Status 
The results presented in Table 6.5 show that the majority of Islamic banks' customers 
and depositors were male constituting about 69% and 61% respectively. More than 
85% of Islamic bank customers and depositors fall in the range of 20-50 years of age. 
This percentage appears to be in line with the findings of previous banking studies 
(See for example Erol and El-Bdour, 1989; and Metawa and Almossawi, 1998). 
According to Metawa and Almossawi (1998), "investigating the perception and 
behaviour of customers and depositors within this age group is likely to have far- 
reaching influence on the Islamic banking policies". This may particularly be true 
since banks normally regard clients within this age category as relatively less risky 
age groups, especially in advancing loans and other financing transactions (Greuning 
and Bratanovic 1999). Thus, with this sample, the study may provide very useful 
insights on how these promising respondent groups perceive the issue of CSR of 
Islamic banks. 
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Table 6.5: Distribution of Customers and Depositors (in percent) by Zone and Gender, 
Age and Marital Status 
Zone Total 
Ea st Cen tral South North 
C D C D C D C D C D 
Gender Male 66.3 49.5 56.7 54.2 80.4 74.4 78.2 68.6 69.1 61.4 
Female 33.7 50.5 43.3 45.8 19.6 25.6 21.8 31.4 30.9 38.6 
Age Below 20 5.9 14.9 .0 3.2 1.8 .0 4.0 4.8 
3.0 5.9 
20-30 48.5 53.2 38.5 51.1 23.2 42.7 22.8 34.3 34.5 45.1 
31-40 26.7 11.7 40.4 25.5 51.8 29.3 47.5 38.1 40.3 26.4 
41-50 12.9 14.9 20.2 13.8 19.6 18.3 22.8 13.3 18.8 14.9 
Above 50 5.9 5.3 1.0 6.4 3.6 9.8 3.0 9.5 3.3 7.7 
Marital status Single 48.5 63.2 20.2 46.8 16.1 29.6 10.9 23.8 24.9 40.8 
Married 51.5 36.8 79.8 53.2 83.9 70.4 89.1 76.2 75.1 59.2 
6.3.2 Classification by Race and Religion 
Table 6.6 depicts the results revealing that more than 90% of the respondents 
belonged to one ethnic group (Malay) with Islam as the main religion. This is not to 
suggest that Islamic banks' customers or depositors are only confined to Malays or 
Muslims, rather it implies that the majority of Muslims and Malays prefer to deal with 
bank tellers using the traditional way of face-to-face transaction via counter 158. This 
proposition was also based on the fieldwork experience at the various Islamic banks' 
branches across the regions. Since this research is not making any comparative study 
between different ethnic or religious groups, the result is rather negligible. 
Nevertheless, it does suggest the need to be cautious when analysing and generalising 
the input of the variables under study. 
15" Both BIMB and BMMB offer Auto Teller Machine and deposit taking machines to facilitate their 
clients need. In addition BIMB also offers Internet banking services to their clients in order to provide 
more options in their services as well as to avoid inconvenience especially typical phenomenon of 
having to wait for a long queue at the bank's premise. 
145 
Chapter 6 Profile Analysis 
Table 6.6: Distribution of Customers and Depositors (in percent) by Zone and Race and 
Religion 
Zone Total 
East Central South North 
C D C D C D C D C D 
Race Malay 98.0 98.9 90.4 92.7 92.9 97.6 88.1 93.3 92.3 95.5 
Chinese 2.0 .0 5.8 1.0 1.8 1.2 5.0 3.8 3.9 1.6 
Indian 
.0 .0 2.9 3.1 3.6 1.2 6.9 2.9 3.3 1.9 
Others 
.0 1.1 1.0 3.1 1.8 .0 .0 .0 .6 1.1 
Religion Islam 97.1 100.0 93.3 95.8 94.6 97.6 90.1 93.4 93.7 96.6 
Christian 
.0 .0 1.0 1.0 .0 1.2 2.0 .0 .8 0.5 
Buddha 2.9 .0 3.8 1.0 1.8 .0 4.0 3.8 3.3 1.3 
Hindu 
.0 .0 
1.9 2.1 1.8 1.2 4.0 2.8 1.9 1.6 
Others 
.0 .0 .0 .0 1.8 .0 .0 .0 .3 .0 
6.3.3 Classification by Monthly Income 
Table 6.7 shows that the majority of respondents earned RM1001 to RM5000 per 
month. The findings indicate that the majority of Islamic banks' customers and 
depositors were generally middle-class income earners. 
Table 6.7: Distribution of Customers and Depositors (in percent) by Zone and Monthly 
Income 
Zone Total 
East Central South North 
C D C D C D C D C D 
Monthly RM1 000 & 
, 43.0 58.1 4.9 25.3 17.9 19.0 8.2 27.0 18.1 31.4 income below 
RM1 001- , RM3,000 38.7 33.8 53.4 45.1 33.9 53.2 59.8 50.0 48.1 45.9 
RM3 001- 
, RM5,000 10.8 8.1 30.1 14.3 19.6 16.5 20.6 10.0 20.6 12.2 
RM5,001 - 7.5 .0 7.8 13.2 25.0 8.9 7 2 10 0 10 3 8 4 RM10,000 . . . . 
RM10 001- , .0 .0 2.9 1.1 3.6 2.5 1 0 1 0 1 7 1 2 RM20,000 . . . . 
more than 
.0 .0 1.0 1.1 .0 0 3 1 2 0 1 1 0 9 RM20,000 . . . . . 
Furthermore, a cross-tabulation of respondent's monthly income by the period of 
respondents being with Islamic banks as customers and depositors (see Appendix 6D) 
reveals the following: 
(a) 39.7% (62 out of 156 respondents) of those earning less than RM 1000 per 
month had been with Islamic banks either as customers or depositors for 
less than a year. 
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(b) 37.7% (119 out of 316 respondents) of those earning between RM 1001- 
RM3000 per month had been with Islamic banks either as customers or 
depositors for 1 to less than 3 years. 
(c) 46.4% (52 out of 112 respondents) of those earning between RM3001- 
RM5000 per month had been with Islamic banks either as customers or 
depositors for more than 5 years. 
(d) 40.6% (26 out of 114 respondents) of those earning between RM5001- 
RM10000 per month had been with Islamic banks either as customers or 
depositors for more than 5 years. 
(e) 40.6% (26 out of 114 respondents) of those between RM5001-RM10000 
per month had been with Islamic banks either as customers or depositors 
for more than 5 years. 
(f) 70% (7 out of 10 respondents) of those earning between RM10001- 
RM20000 per month had been with Islamic banks either as customers or 
depositors for more than 5 years. 
Hence, we can see from the cross-tabulation table (Appendix 6D), that the period of 
being with Islamic banks as customers or depositors increases as monthly income 
increases. This implies a level of loyalty towards Islamic banks which is superior 
amongst those with higher monthly income earnings. Therefore, it should be 
interesting to gauge these respondents' opinions towards CSR of Islamic banks, 
particularly to a question on whether CSR factors are regarded as part of the banking 
selection criteria. 
6.3.4 Classification by Occupation 
Table 6.8 shows a mixed composition of occupational backgrounds amongst the 
responding customers and depositors. For customers, the majority (19.3%) of the 
respondents were professionals (lawyer, engineer, accountants, doctors etc. ). As for 
depositors, the majority (18.5%) were businessmen or merchants. About 2% and 5.3% 
were either unemployed or retired for both customers and depositors respectively. The 
study also managed to get participation from customers and depositors (0.6% and 
1.7% respectively) who worked as farmers from the eastern and northern region. 
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Table 6.8: Distribution of Customers and Depositors (in percent) by Zone and 
Occupation 
Zone 
Total 
East Central South No rth 
C D C D C D C D C D 
Occupation Manager/Executive 8.4 5.7 31.1 20.2 13.2 15.2 21.9 15.7 19.6 14.4 
Professional 
(lawyer, engineer, 13 7 5.7 21.4 27.7 26.4 16.5 18.8 13.7 19 3 16 0 
accountant, doctor . . . 
etc. ) 
Academicians 15.8 17.2 26.2 5.3 24.5 12.7 8.3 8.8 18.2 10.8 
Housewife 2.1 2.3 .0 .0 1.9 
3.8 3.1 2.0 1.7 1.9 
Student 32.6 37.9 2.9 14.9 1.9 12.7 2.1 5.9 10.7 17.4 
Merchants/ 14.7 10.3 7.8 13.8 11.3 20.3 20.8 28.4 13.8 18 5 businessman . 
Farmer 1.1 2.3 .0 .0 .0 .0 1.0 3.9 .6 1.7 
Unemployed 1.1 4.6 .0 .0 1.9 .0 .0 1.0 .6 1.4 
Retired 2.1 3.4 1.0 4.3 3.8 5.1 .0 
2.9 1.4 3.9 
Clerk 2.1 4.6 9.7 6.4 9.4 3.8 21.9 6.9 11.0 5.5 
Factory Worker .0 .0 .0 1.1 .0 .0 .0 
3.9 .0 1.4 
Technician 1.1 2.3 .0 .0 .0 .0 
1.0 2.0 .6 1.1 
Others 5.3 3.4 .0 6.4 5.7 10.1 1.0 4.9 
2.6 6.1 
Furthermore, Table 6.9 presents another perspective on banking relationships for the 
surveyed customers and depositors respectively. The data in panel A of Table 6.9 
show that the respective 92.5% and 87.8% of the surveyed customers and depositors 
had a banking relationship with conventional banks prior to their current relationship 
with their selected Islamic bank. Although those respondents might be aware of the 
different philosophies of the two banking systems (i. e. conventional banking system 
and Islamic banking system), it was expected that their previous banking experiences 
are likely to influence their attitudes and perceptions and degree of satisfaction with 
the current CSR performance of Islamic banks in particular and with the 
products/services offered by Islamic banks in general. 
The results in Table 6.9 also exhibit that 52% and 47% of the surveyed customers and 
depositors respectively, had maintained a banking relationship with Islamic banks for 
more than 3 years. This implies that there was a relatively high degree of stability and 
loyalty within those customers' and depositors' relationships with Islamic banks. This 
suggests that their attitudes, behaviour and degree of satisfaction with Islamic banking 
services and performance will be of significant importance to Islamic bank 
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management. More specifically, the results reinforce the need for a study that 
investigates potential factors that may influence clients' decisions in maintaining a 
relationship with Islamic banks and to answering the research question outlined in this 
study on why customers and depositors patronise Islamic banks. 
Table 6.9: Banking Relationships 
Respondents 
Panel Attribute Customers Depositors 
% 
A Experience dealing with other conventional 
banks? 
Yes 92.5 87.8 
No 7.5 12.2 
B Duration of banking relationship with Islamic 
banks? 
Less than 1 year 19.0 20.6 
1 to less than 3 years 29.0 31.9 
3 to less than 5 years 21.3 21.2 
More than 5 years 30.7 26.3 
6.4 PROFILE OF RESPONDING LOCAL COMMUNITIES 
As mentioned in the previous Chapter, local communities were defined as those who 
did not have any banking relationship with Islamic banks. A total sample of 280 local 
communities participated in this study, out of which 25.4% were taken from Kuala 
Lumpur (representing central region), 32.5% were from Kelantan (representing 
eastern region), 22.9% were from Johor (representing southern region) and 19.3% 
from Penang (representing northern region) (see Figure 6.2). 
Figure 6.2: Distribution of Local Communities by Region 
19.3% 
22.9% 
  Kelantan (East) 
32.5% 
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Further classification of local communities by their respective characteristics is 
provided in the sub-sections to follow: 
6.4.1 Classification by Gender, Age and Marital Status 
From Table 6.10, it appears that gender and age distribution of local communities has 
a similar pattern to that of customers and depositors mentioned earlier. 58% of the 
responding local communities were male and 83% were within the range of 20-50 
years of age group. A quite similar distribution of respondents can also be seen from 
their marital status, of which 53% were married. Since the local communities were 
those who did not have any banking relationship with any of the Islamic banks under 
study, this result may provide a basis for comparison between those who had a direct 
relationship with Islamic banks and vice versa. 
Table 6.10: Distribution of Local Communities (in percent) by Zone and Gender, Age 
and Marital Status 
Ch t i ti 
Zone T t l arac er s cs o a 
East Central South North 
Gender Male 47.3 64.3 58.7 68.5 58.3 
Female 52.7 35.7 41.3 31.5 41.7 
Age Below 20 30.0 1.4 .0 5.6 11.2 
20-30 44.4 42.3 33.9 70.4 46.6 
31-40 11.1 38.0 29.0 13.0 22.4 
41-50 4.4 14.1 33.9 7.4 14.1 
Above 50 10.0 4.2 3.2 3.7 5.8 
Marital status Single 64.8 26.8 32.2 64.2 47.8 
Married 35.2 73.2 67.8 35.8 52.2 
6.4.2 Classification by Educational Level 
With respect to educational level, as depicted in Table 6.11, more than 67% of the 
responding local communities had some form of paper qualifications (at least a 
diploma degree). A cross-tabulation (see Appendix 6E) between respondent's age and 
educational level reveals that 88.3% of the degree holders and 63.4% of the 
dip lom a/matricul ation/A-level qualification holders were those in the age group of 20- 
40 years old. On the other hand, the majority (60%) of those above 50 years old had 
only primary/secondary school as their highest qualification. Overall the result 
implies the quality of responding local communities who were mainly in the middle- 
aged and well-educated, thus capable of providing reliable responses. 
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Table 6.11: Distribution of Local Communities (in percent) by Zone and Educational 
level 
Ch t i ti Zone T l t arac er s cs 
East Central South North 
a o 
Education Primary/secondary school 41.8 18.3 46.8 20.8 32.9 
level 
College Di P loma/Matriculation/A-level 27.5 23.9 16.1 20.8 22.7 
Bachelor (first degree) 24.2 35.2 30.6 54.7 34.3 
Professional Qualification 1.1 9.9 4.8 0.0 4.0 
Postgraduate (Master or PhD) 3.3 12.7 1.6 3.8 5.4 
Others 2.2 0.0 0.0 0.0 .7 
6.4.3 Classification by Monthly Income and Occupation 
Table 6.12 further illustrates the composition of responding local communities in 
terms of monthly income and occupation. Again, the majority (55%) of the 
respondents were middle-class people earning between RM1001-RM5000 per month. 
A cross-tabulation (see Appendix 6F) between respondent's age and monthly income 
reveals that 91% of the middle-class earnings (RM1001-RM5000 per month) were 
those in the age group of 20-50 years old. Since most of the respondents earned a 
relatively high monthly income, this finding reinforces the earlier proposition made 
by Metawa and Almosawi (1998) on the importance of clientele in the age group of 
20-50 years to banking policies and marketing strategy. Furthermore, Table 6.12 also 
indicates mixed compositions of respondents' occupational backgrounds with a 
majority (29.7%) being businessmen or merchants while only 0.4% and 1.1% were 
technicians and factory workers respectively. This again implies that the sample is 
quite representative of different income groups and education levels, and thus useful 
for further analysis. 
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Table 6.12: Distribution of Local Communities (in percent) by Zone and Monthly 
Income and Occupation 
Characteristics Zone T l t o a 
East Central South North 
Monthly RM1,000 and below 72.7 12.9 21.1 48.8 38.0 
income RM1,001-RM3,000 19.7 52.9 61.4 41.5 43.6 
RM3,001-RM5,000 6.1 21.4 10.5 4.9 11.5 
RM5,001-RM10,000 0.0 11.4 5.3 2.4 5.1 
RM10,001-RM20,000 1.5 1.4 1.8 2.4 1.7 
Occupation Manager/Executive 2.2 52.1 3.2 7.8 16.4 
Professional (lawyer, engineer, 
accountant, doctor etc. ) 2.2 16.9 8.1 13.7 9.5 
Academicians 4.4 4.2 19.4 2.0 7.3 
Housewife 7.8 1.4 9.7 0.0 5.1 
Student 52.2 4.2 19.4 43.1 30.7 
Merchants/businessman 3.3 5.6 1.6 9.8 4.7 
Unemployed 8.9 0.0 1.6 3.9 4.0 
Retired 8.9 0.0 1.6 3.9 4.0 
Clerk 4.4 7.0 4.8 2.0 4.7 
Factory Worker 1.1 1.4 0.0 2.0 1.1 
Technician 0.0 0.0 0.0 2.0 .4 
Others 4.4 7.0 30.6 9.8 12.0 
6.5 PROFILE OF RESPONDING EMPLOYEES 
A total of 335 employees participated in this research, out of which 66% were 
employees of Bank Islam Malaysia Berhad (BIMB) and 34% were from Bank 
Muamalat Malaysia Berhad (BMMB) (refer Figure 6.3). Following the actual ratio of 
63% and 37% for BIMB and BMMB's employees respectively, apparently from data 
collection, the study managed to capture the ratio very closely159. 
159 The total number of employees of BIMB and BMMB as at 31 December 2003 are 2,079 and 1,209 
respectively. Refer to Bank Negara Malaysia (2003). 
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Figure 6.3: Distribution of Employees by Banks 
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Table 6.13 further illustrates the distribution of responding employees by zones and 
selected variables. The sampling of employees from a variety of organisational 
positions, divisions and levels produced a representative profile of the Islamic banks 
under study. The positions sampled included tellers, middle-level executives, senior 
executives and support staff. The results in Table 6.13 show the employees were 
predominantly male (61%), married (78.5%) and middle-aged people (82.5%). Also, 
the majority (67.9%) of responding employees earned between RM 1001 to RM3000. 
A fairly big proportion, i. e. almost one fifth (18%) earned between RM3001 and 
RM5000 and a slightly lesser number (about 10%) earned less than RM 1000. A much 
smaller number (4.5%) earned more than RM5000 per month. These various income 
levels of respondents reflect the mixture of respondents' experience, positions and 
levels in the bank. 
Almost half of them (49.7%) had at least secondary school qualification implying that 
half of the respondents were either tellers or supporting staffs. Based on the 
interviews conducted with the Senior Manager (Human Resource) of BIMB and 
Executive Vice President of BMMB, the minimum level of qualification required for 
bank's tellers and supporting staffs is SPM (equivalent to British's GCSE) 
qualification. Once the person is recruited, he or she will have to undergo a special 
training designed to equip him/her with the necessary skills and knowledge on Islamic 
banking products and services especially for tellers who have to deal with customers 
at the counters. In terms of working experience, almost three quarters of respondents 
had more than 5 years working experience. The number of years employed reflects 
the length of time the respondent has been associated with the Islamic bank, and 
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hence the level of familiarity with the goals and operations of the organisation. 
Therefore, respondents should have sufficient experience and knowledge to respond 
appropriately. The results in the table also should reflect a representative sample 
sufficient for the study to proceed. 
Table 6.13: Distribution of Employees (in percent) by Zone and Selected Variables 
Zone 
Characterist ics Total 
East Central South North 
Gender Male 57.1 60.0 66.1 61.0 60.8 
Female 42.9 40.0 33.9 39.0 39.2 
Below 20 0.0 0.8 0.0 0.0 0 3 Age . 
20-30 49.3 43.7 51.6 42.7 46.1 
31-40 37.7 36.1 37.1 35.4 36.4 
41-50 10.1 18.5 11.3 22.0 16.3 
Above 50 2.9 0.8 0.0 0.0 0.9 
Marital Single 40.0 14.4 19.7 17.3 21.5 
status Married 60.0 85.6 80.3 82.7 78.5 
Primary/secondary school 59.4 44.1 54.8 45.7 49.7 
Education College diploma/Matriculation/A-level 17.4 30.5 22.6 34.6 27.3 
level Bachelor (first degree) 21.7 21.2 14.5 16.0 18.8 
Professional Qualification 1.4 0.8 1.6 1.2 1.2 
Postgraduate (Master or PhD) 0.0 3.4 0.0 2.5 1.8 
Others 0.0 0.0 6.5 0.0 1.2 
less than 1 year 21.4 8.4 3.2 7.3 9.9 
Working 1-5 years 18.6 21.0 22.6 15.9 19.5 
experience 
6-10 years 20.0 31.1 32.3 34.1 29.7 
More than 10 years 40.0 39.5 41.9 42.7 40.8 
Monthly RM1,000 and below 20.0 10.1 1.6 6.1 9.6 
income 
RM1,001-RM3,000 68.6 59.7 85.5 65.9 67.9 
RM3,001-RM5,000 8.6 27.7 11.3 17.1 18.0 
RM5,001-RM10,000 2.9 2.5 1.6 11.0 4.5 
6.6 PROFILE OF RESPONDING MANAGERS 
In contrast to the previous four stakeholders mentioned earlier (namely the customers, 
depositors, local communities and employees), whereby samples were collected from 
the Islamic banks' branches of the four stratified zones, questionnaires for branch 
managers, on the other hand, were distributed to all 134 branch managers throughout 
Malaysia. 
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From the total questionnaires distributed (via mail) 100 were returned. From the 
responding branch managers, 65% and 35% were branch managers for BIMB and 
BMMB respectively (See Figure 6.4). Apparently, this response ratio also closely 
captures the actual ratio of Islamic banks' branches available to date, which is 65: 35 
for BIMB and BMMB respectively. 
Figure 6.4: Distribution of Managers by Banks 
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The data in Table 6.14 further indicates that 81% of the 100 responding branch 
managers were predominantly male, while only 19% were female. This implies that 
the managerial positions in the banking industry, like many other sectors in Malaysian 
business world, remain the bastion of the male species. Moreover, results in the table 
also reveal that 98% of respondents were married. A cross-tabulation of age by 
marital status (see Appendix 6G) indicates that half of those who were married were 
in the 41-50 age group. Two respondents of the younger age group of 20-30 were also 
married. Of the two single respondents, one was in the 31-40 age group and another in 
the 41-50 age group. Thus it would seem that the findings of the survey on branch 
managers' perception would be highly influenced by married male respondents. 
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Table 6.14: Distribution of Managers (in percent) by Selected Variables 
Profile Analysis 
Characteristics Percent 
Gender Male 81.0 
Female 19.0 
Age 20-30 2.0 
31-40 42.0 
41-50 52.0 
Above 50 4.0 
Marital status Single 2.0 
Married 98.0 
Education level Primary/secondary school 3.0 
College Diploma/Matriculation/A-level 20.0 
Bachelor (first degree) 58.0 
Professional Qualification 6.0 
Postgraduate (Master or PhD) 13.0 
Working 1-5 years 2.0 
experience 6-10 years 21.2 
more than 10 years 76.8 
Monthly income RM1,001-RM3,000 4.0 
RM3,001-RM5,000 39.0 
RM5,001-RM10,000 53.0 
RM10,001-RM20,000 4.0 
More than half of the respondents were above 40 years old while only 2% were in the 
20-30 age group. Consequently, the opinions expressed in the survey reflected the 
attitudes of the older branch managers (that is, if we consider those above 40 to be the 
older managers). Hence the study reveals that Malaysian Islamic banks' branch 
managers are in fact relatively mature people. A cross-tabulation of age by working 
experience (see Appendix 6H) further accentuates the fact that older managers had 
relatively longer experience in Islamic banking services, with 98% of the older age 
group managers (above 40 years old) having working experience of more than 10 
years. On the whole, it would seem that the majority of the bank managers in the 
sample surveyed had served for a considerable amount of time with Islamic banks. 
Length of service appears an important criterion for appointment to managerial 
positions. 
Further review on the responding managers' educational backgrounds indicates to us 
that almost all respondents (97%) had at least a diploma degree qualification. This 
piece of information reflects the relative importance of paper qualifications for 
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managerial positions. A cross-tabulation of age by highest educational qualification 
reconfirms the proposition that managers need to have some form of paper 
qualification (See Appendix 61). Furthermore, 96% said they received more than 
RM3000 per month while only 4% had a monthly income of RM100I to RM3000. 
This income level seems proportionate to their level of education, position and 
experience in the organisation. 
6.7 PROFILE OF THE RESPONDING SHARI'AH ADVISORS 
As a body established with the main objective of ensuring that the operations of the 
bank are not violating any Shari'ah principles, the Shari'ah advisor is considered one 
of the most important stakeholders of the Islamic bank. Table 6.15 summarises the 
profile of Shari'ah Advisors who participated in this study. 
Table 6.15: Distribution of Shari'ah Advisors (in percent) by Selected Variables 
Characteristics Percent 
Gender Male 90.0 
Female 10.0 
Age 31-40 20.0 
41-50 20.0 
Above 50 60.0 
Marital status Married 100.0 
Education level Professional Qualification 20.0 
Postgraduate (Master or PhD) 80.0 
Working 6-10 years 10.0 
experience more than 10 years 90.0 
Monthly income RM3,001-RM5,000 10.0 
RM5,001-RM10,000 30.0 
RM10,001-RM20,000 50.0 
more than RM20,000 10.0 
From Table 6.15,90% of the Shari'ah Advisors were male. Most of them were above 
50 years of age and had working experience of more than 10 years. Their educational 
level also reflects the level of knowledge and quality of Shari'ah advisors of the 
Islamic banks, whereby the majority (80%), had at least a postgraduate qualification. 
Their monthly income reveals the higher class of income group they were in, whereby 
almost 90% of the respondents earned more than RM5000 per month. Perhaps, the 
profile shown in the table implies the quality and capability of the respondents in 
giving their responses particularly their perception towards the issue under study. 
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6.8 PROFILE OF THE RESPONDING REGULATORS 
Profile Analysis 
The study also successfully obtained participation from regulators of Bank Negara 
Malaysia (Central Bank of Malaysia). More specifically, officers from two main 
departments, namely, Islamic Banking and Takaful Department (IBTD) and 
Supervision Department were invited to participate in the study. Table 6.16 illustrates 
the characteristics of the responding regulators. 
Table 6.16: Distribution of Regulators (in percent) by Selected Variables 
Characteristics Percent 
Gender Male 60.9 
Female 39.1 
Age 20-30 60.9 
31-40 26.1 
41-50 13.0 
Marital status Single 36.4 
Married 63.6 
Education level Bachelor (first degree) 95.7 
Postgraduate (Master or PhD) 4.3 
Working experience 1-5 years 73.9 
more than 10 years 26.1 
Monthly income RM1,001-RM3,000 47.8 
RM3,001-RM5,000 43.5 
RM5,001-RM10,000 8.7 
The table shows that 61% and 39% of the responding regulators were males and 
females respectively. A cross-tabulation of age by gender (Sec Appendix 6J) indicates 
that 57% of the male and 67% of the female regulators were in the age group of 20 - 
30 respectively, while only 7% male regulators were in the age group of 41 - 50. The 
table also shows that all respondents had at least a bachelor degree qualification while 
the majority (74%) had 1 to 5 years working experience. A cross-tabulation of 
respondent's age by monthly income (See Appendix 6K) reveals the following: 
(a) 64% of the respondents between 20 - 30 years had a monthly income of 
RM1001 - RM3000. While the remaining 36% of respondents in same age 
group had monthly income of 36%. 
(b) The majority of respondents (67%) in the age group of 31 - 40 had a higher 
monthly income of RM3001 - RM 5000. 
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(c) 67% of the respondents in the age group of 41 - 50 had a monthly income of 
RM5001 -RM10000 
On the whole, the respondents involved in Islamic banking regulation and supervision 
were predominantly from the middle-aged group with a moderate length of 
experience. The cross-tabulation above further reveals that the majority of 
respondents earned between RM100I to RM3000, somehow reinforcing the moderate 
length of experience they had in Islamic banking supervision. This result, in part, 
indicates that the majority of officers who are involved in Islamic banking supervision 
and regulation are young and high-spirited individuals. Although their experience in 
Islamic banking industry supervision is relatively short, their responses on the issue 
under study may somehow prove promising especially in reflecting the younger 
generations' perspectives and aspirations on the future of Islamic banking industry in 
Malaysia. 
6.9 SUMMARY AND CONCLUSION 
This chapter has provided an understanding on some of the characteristics of the 
responding stakeholders that are included in our study sample. An understanding of 
this background set the stage for further analysis of the sample, particularly for 
exploring the research objectives. Overall, the characteristics of the respondents 
reflect a wide representation of stakeholder groups in terms of gender, age, marital 
status, income and educational level. In particular, the majority of respondents 
represented in the sample were young and middle-aged people, middle-class income 
earners and with some form of paper qualification, which implied the quality of 
respondents who should be capable enough to participate in this study and provide 
reliable responses. 
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Findings and Analysis 
7.1 INTRODUCTION 
This chapter presents the results of analysis and testing the hypotheses that were 
developed in the research framework chapter. As mentioned in the previous chapter, 
the study's main objective is to elicit the opinion of multiple stakeholder groups 
regarding various CSR issues for Islamic banks in Malaysia. In particular, the primary 
objective of this part of the study is to survey and ascertain whether various 
stakeholder groups support CSR initiatives and practices of Islamic banks in Malaysia. 
Accordingly, this chapter is divided into five parts. The first presents the results of 
analyses of respondents' perceptions towards various issues of Islamic banking 
characteristics and objectives to be pursued. The second reveals any evidence of 
support of CSR in stakeholders' banking selection criteria. The third further explores 
the behavioural inclinations of different stakeholder groups towards the practice of 
CSR. In the fourth part, various dimensions of CSR of Islamic banks are examined, 
and in the final part issues surrounding the implementation of CSR are explored. 
Where appropriate, evidence of any differences in stakeholders' opinion is also 
provided. The statistical methods employed in this chapter range from frequency 
distribution, Mann-Whitney U-Test, Kruskall-Wallis test, to factor analysis. 
7.2 ISLAMIC BANKING PHILOSOPHY AND OBJECTIVES 
This section utilises a simple descriptive statistical approach i. e. means and standard 
deviation. It seeks to gather consensus among stakeholders by way of extracting their 
views and an understanding of salient characteristics of Islamic banks. Similar 
methodology was effectively used in a previous study to analyse attitude of 
respondents towards Islamic banking operation (refer Rosly and Seman, 2003). 
7.2.1 Descriptive Analysis: Perceived Islamic Banking Characteristics 
To get a general overview of stakeholders' understanding and perception towards 
Islamic banking, eight different measures of Islamic banking characteristics were 
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identified and incorporated into the questionnaire. As such, each item measured 
different facets of the Islamic banking characteristics. The eight issues were measured 
on a five-point Likert scale (from 1= strongly disagree to 5= strongly agree). Table 
7.1 describes stakeholders' perception on Islamic banking operation. 
Table 7.1: Stakeholders Perceptions of Islamic Banking Operation 
Statements Disagree Do not Agree Mean Std. 
(%) know (%) Dev. 
(%) 
1. Islamic banking was introduced because 
Muslims are prohibited from associating 4.7 6.1 89.3 4.36 . 819 themselves with the element of interest as 
practised by conventional banking. 
2. The Profit-Loss-Sharing principle is the only 
principle representing a true spirit of Islamic 10.1 12.5 77.4 3.99 0.961 
banking system. 
3. Entrepreneurs by associating themselves with 
Islamic banks will become more ethical in 8.1 8.9 83 4.01 0.851 
conducting their business. 
4. Islamic banking products and services 
available in Malaysia are similar to the 
products and services of conventional banks, 53.7 12.4 34 2.71 1.25 
except that the banks use different names to 
highlight those products. 
5. Islamic banking is not about competing on 
price, but rather in stressing the unique quality 6.2 8.2 85.9 4.09 0.815 
of products and services they provide. 
6. Islamic banking must adopt a profit 
maximisation principle in order to survive in 12.7 3.2 84 3.99 0.953 
the competitive business environment. 
7. Social Welfare issues should be left to the 
government and other non-profit 74 6.8 19.3 2.34 1.038 
organisations, not Islamic banks. 
8. The goal of Islamic banks is not limited to 
maximisation of shareholders' wealth, but also 4.4 3.6 92.1 4.21 . 759 includes enhancement of the standard of living 
and welfare of the community. 
Note: 1= strongly disagree; 5= strongly agree 
Table 7.1 shows that the vast majority of the respondents (89%) agreed with 
Statement 1 that: "Islamic banking was introduced because Muslims are prohibited 
from associating themselves with the element of interest as practised by conventional 
banking". With high means and low standard deviation of 4.36 and 0.819 respectively, 
it indicates a strong consensus amongst the respondents. This high response may be 
explained by the fact that an increasing number of people in Malaysia have become 
more aware about the distinctive characteristics underlying the practice of Islamic 
161 
Chapter 7 Finding and Analysis 
banking, which is based on the Shari'ah precept of riba prohibition. Indeed, the 
establishment of Islamic banking institutions serving as an alternative to conventional 
banking provides an opportunity for Muslims to express and exercise their faith in the 
economic field. 
Statement 2 further examines perceptions of respondents towards the issue of profit- 
loss-sharing principle which has been a topic of continuous debate amongst 
intelligentsias and practitioners of Islamic banking. The statement states: "The Profit- 
Loss-Sharing principle is the only principle representing a true spirit of Islamic 
banking system". The mean for Statement 2 is 3.99. It implies that, in general, the 
respondents agreed with the view that profit-loss-sharing is the only principle 
representing a true spirit of Islamic banking system. This is confirmed by the fact that 
the majority of respondents (77%) agreed with the statement. Considering a relatively 
low standard deviation (0.961) associated with this statement, it is believed that a 
conclusion based solely on the mean score is adequate to measure the degree of 
agreement among the respondents. This particular finding substantiates assertions 
made by Rosly and Bakar (2003) and other earlier Islamic economists (e. g. Siddiqi 
1981,1983,1985; Chapra 1985,2000b; Ahmad 2000; Siddiqui 2001 and others) who 
strongly argued that, unless Islamic banking institutions resolve to PLS financing 
instruments, the socio-economic justice as envisaged by the Islamic banking system 
would never materialise. Only a minority (10.1%) disagreed with Statement 2 
following the line of argument forwarded by Ismail (2002), who staunchly defended 
the use of other Islamically-approved financial instruments such as deferred contracts 
of exchange or fixed-rate instruments like muräbahah, bay' istisnä, ijärah etc. 
Table 7.1 also shows that 83% of the respondents agreed with Statement 3 stating 
that "Entrepreneurs by associating themselves with Islamic banks will become more 
ethical in conducting their business ". With a mean of 4.01 and relatively low standard 
deviation of 0.815, a consensus is reached among the respondents on the statement. 
Respondents seemed to share similar impressions to Haron (1996), Ahmad (2000), 
Haron and Hisham (2003), and Rosly and Bakar (2003). These writers proclaimed 
that entrepreneurs would become more ethical in conducting their business if they 
associated themselves with Islamic banks, since the funds were believed to be used 
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properly and their sense of selfishness would be reduced considerably. This result also 
indicates stakeholders' high expectations towards Islamic banks especially with 
regards to its distinctive features vis-ä-vis conventional banking, which has an in-built 
dimension that promotes good, ethical conduct and values as deeply inscribed in 
Shari'ah. 
Additionally, Statement 4 examines perception of respondents towards current 
practice of Islamic banking in Malaysia. The statement states: "Islamic banking 
products and services available in Malaysia are similar to the products and services 
of conventional banks, except that the banks use different names to highlight their 
products ". Referring to Table 7.1, there were mixed responses obtained from 
respondents. The mean score for Statement 4 is 2.71 and the standard deviation is 
1.25. Approximately 54% of the respondents disagreed, while 34% agreed with the 
statements. Another 12% were indifferent. This is however, not a surprising result, 
since there has been much scepticism in the public opinion especially amongst the 
unconvinced Muslims about the authenticity of Islamic banking practices (Henry and 
Wilson 2004). Even amongst the Muslim intelligentsias e. g. Ziauddin Ahmad 1984; 
Chapra, 1987,2000b; Ahmad 2000; Siddiqui 2001 and others, observed that the 
extensive use of fixed-return financing techniques i. e. Muräbahah, Bai' Bithamanil 
`Ajil (BBA), Ijärah etc. in replacement to the PLS instruments (Mudärabah and 
Mushärakah) resembles conventional interest-based financing techniques. This will 
subsequently ignite cynicism amongst the general public as they view the net result of 
Islamic banks' transactions to be similar to that of conventional banks. In this regard, 
Siddiqui (2001) asserts the difficulty in arguing for the case of Islamic banking 
especially before common people who might feel that it is nothing but a matter of 
twisting documents or changing product names. Hence, it is important for Muslims 
and non-Muslims alike to be assured and continuously enlightened that Islamic banks 
are actually operating purely based on Islamic principles, so that it is not only 
genuinely Islamic and legitimate from the Shari'ah point of view but also enhances 
their confidence towards Islamic banks. 
Table 7.1 also depicts that 86% of stakeholders of Islamic banks agreed with 
Statement 5 that: "Islamic banking is not about competing on price, but rather in 
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stressing the unique quality of products and services they provide". Again, this 
implies strong and positive perceptions of respondents towards distinctive role of 
Islamic banking institution in promoting ideals and ethical framework of Islam 
beyond the regular commercial practice, which is typically concerned with dollars and 
cents. This result supports the assertion made by Wilson (2003) who strongly believed 
that Islamic banks, being providers of ethical financial services, need to engage in a 
rigorous marketing strategy to educate the public about their distinctive characteristics, 
as compared to their conventional counterparts. This preposition is consistent with the 
earlier assertions made by Haron (1996); Ahmad (2000); Haron and Hisham (2003); 
Rosly and Bakar (2003) who argued that the objective of Islamic banking is much 
more than elimination of riba, rather it needs to fulfil the socio-economic and ethical 
responsibility to serve the ummah. 
Next, Statement 6 examines the perceptions of respondents on the importance of the 
profit maximisation principle to Islamic banks. From the table, there is a general 
consensus that Islamic banks must adopt profit maximisation principles in order to 
survive in the present competitive business environment. This conclusion was made 
based on results in Table 7.1, depicting the mean of 3.9925 with a relatively low 
standard deviation of 0.95062. Viewing the percentage frequencies associated with 
the statement, it was revealed that the vast majority (84%) of the respondents agreed 
that Islamic banks must adopt a profit maximisation principle in order to survive in 
the competitive business environment. This outcome of the analysis is consistent 
with Ahmad and Haron (2002), who conducted a similar study on corporate 
customers of Islamic banks in Malaysia. 
On the other hand, Statement 7 examines the perception of the respondents on the 
issue of social welfare. From Table 7.1, the respondents seem to hold quite different 
views regarding this matter. The mean for Statement 7 is 2.3406, while the standard 
deviation is 1.03976. It implies in general that, the respondents disagreed with the 
view that: "Social Welfare issues should be left to the government and other non- 
profit organisations, not Islamic banks ". As is evident from Table 7.1, majority of 
respondents (74%) disagreed with the statement, while only 19% agreed with the 
statement. Considering the relatively low standard deviation associated with this 
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statement, it is believed that a conclusion based solely on the mean score is adequate 
to measure the degree of agreement among the respondents. The particular findings 
apparently reject Ismail's assertion viewing Islamic banks as a normal commercial 
entity whose main responsibility is to shareholders and depositors alone, while social 
welfare objectives are to be fulfilled by other bodies such as the government (Lewis 
and Algaud 2001). 
To investigate whether there is a consistency in responses, Statement 8 was posed to 
gauge the true perception of respondents on the Islamic banking philosophy and 
objectives. Statement 8 states that: "The goal of Islamic banks is not limited to 
maximisation of shareholders' wealth, but also includes enhancement of the standard 
of living and welfare of the community". Table 7.1 indicates that most of the 
respondents (92%) agreed with the statement while only a small minority (4%) 
disagreed and the remaining 3.6% of respondents seemed to be indifferent. With high 
means and low standard deviation of 4.2107 and 0.75892 respectively, it implies a 
strong consensus has been reached by the respondents on the statement. 
Overall, we can conclude that the majority of stakeholders of Islamic banks highly 
regard Islamic banking institutions as entities with distinctive characteristics 
distinguishing them from their conventional counterparts. Apart from the prevailing 
perception of Islamic banks as interest-free institutions, Islamic banks are equally 
perceived as organisations characterised by ethical norms and social commitments 
without undermining the commercial aspects of doing business. Apparently, the 
aforementioned results clearly show that, while the general consensus believe that 
Islamic banks should adopt a profit maximisation principle mainly to remain 
competitive and sustainable in the present business world, a vast majority feel that 
social welfare issues should also be taken into account by the Islamic banks. These 
findings corroborate Chapra's model of Islamic bank discussed earlier in Chapter 4 
who views Islamic banks as having dual purposes i. e. realising social and economic 
objectives. This is also in line with propositions made by Haron (1995,2000); 
Metawa and Almossawi (1998); Ahmad (2000); Ahmad and Haron (2002); and others, 
who see Islamic banks as organisation that must not be solely profit-oriented, but also 
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aim to promote Islamic norms and values as well as to protect the needs of Islamic 
society as a whole. 
7.2.2 Factor Analysis: Perceived Islamic Banking Objectives 
The findings in the preceding section seem to suggest that Islamic banking 
stakeholders are generally concerned with both social and commercial aspects i. e. 
social and profit maximisation objectives of Islamic banking operation. However it 
has not been established which of the two objectives are perceived as more important 
by the stakeholders of Islamic banks. In an effort to verify which of these two factors 
has the higher degree of perceived importance, this section discusses results of the 
factor analysis that was run on eight items measuring Islamic banking objectives. 
These eight variables were carefully chosen based on the review of Islamic banking 
literature (see Chapter 4). The variables included for this study are: maximising profits 
objective, contributing to social welfare objective, alleviating poverty objective, 
promoting sustainable development projects objective, minimising costs of operations 
objective, enhancing product and service quality objective, offering viable and 
competitive financial products objective, and promoting Islamic values and way of 
life towards staff, clients and general public. 
Factor analysis is deemed to be appropriate for this particular analysis because factors 
such as `social objectives' and `commercial objectives' have many connotations. As 
noted by Vaus (2002), such factors are not single measurable entities but are 
constructs of a number of other directly observable variables. By factor analysis these 
observable variables can be clustered into factors, each reflecting an underlying 
property (such as social objectives) which is commonly shared by a certain group of 
variables (Vaus 2002). It also helps to validate that respondents are able to distinguish 
between the two variables despite the similarity of the items questioned (Hair, 
Anderson et al. 1998) 
Before running the factor analysis on these variables, there are a number of 
requirements that need to be met. According to Pallant (2002), there are two main 
issues that need to be considered: sample size and the strength of the inter-correlation 
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among the variables (Pallant 2002). According to Tabachnick and Fidell (2001), 
correlation coefficients tend to be less reliable when estimated from small samples. In 
quoting Comrey and Lee (1992), Tabaclmick and Fidell (2001) outline a guide sample 
size of 50 as very poor, 100 as poor, 200 as fair, 300 as good, 500 as very good and 
1000 as excellent. In this study, since the sample size is more than 1000 (1500 
respondents), it is assumed that the correlation coefficients should be more reliable. 
To test the factorability of the data, the Kaiser-Meyer-Olkin (KMO) and Bartlett's test 
of sphericity are used. The former measures sampling adequacy while the latter is a 
test of sphericity1G0. Kaiser (1974) as quoted in Vaus (2002) suggests that if a KMO 
measures 0.90+, then sample adequacy is considered `marvellous'. If 0.80-0.89, then 
the sample is `meritorious'; if 0.70-0.79 then the sample is `middling'; if 0.60-0.69 
then the sample is `mediocre'; if 0.50-0.59 then the sample is `miserable'; and if less 
than 0.50 the sample is `unacceptable'. On the other hand, for the factor analysis to 
proceed, Bartlett's test of sphericity should be significant (that is p<0.05) (Vaus 2002). 
Table 7.2 presents the results of the statistical tests which support the use of factor 
analysis. 
Table 7.2: KMO and Bartlett's Test Results for the 8 items 
combined 
Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 
0.798 
Bartlett's Test of Sphericity Approx. Chi-Square 2678.216 
df 28 
. Sig D 0.000 
From Table 7.2, the KMO measure for Islamic banking objectives items combined 
showed a value of 0.80 (rounded). This indicates a `meritorious' sample adequacy 
according to the Kaiser (1974) scale, and hence is deemed appropriate for use in 
further factor analysis. The Bartlett's Test of Sphericity also reached statistical 
significance (0.000), supporting the factorability of the correlation matrix. 
"'o Bartlett's test of sphericity is a test statistic used to examine the hypothesis that the variables are 
uncorrelated in the population. In other words, the population correlation matrix is an identity matrix, 
each variable correlates perfectly with itself (r = 1) but has no correlation with the other variables (r = 
0). For details refer to Malhotra and Birks (2003). 
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Based on results achieved in 7.2, factor analysis proceeds to conduct principal 
component analysis (PCA) and varimax rotation with Kaiser Normalisation. The PCA 
is concerned with specifying a number of factors to account for the maximum amount 
of variance in the data. PCA with an Eigenvalue greater than 1.0, is regarded as 
significant and can be used to determine the factors to extract (Pallant 2002). An 
eigenvalue is a statistic that relates to a factor which indicates the amount of variance 
in the pool of initial items which that particular factor explains (Vaus 2002). In Table 
7.3 there are two factors with an eigenvalues greater than 1 (3.090 and 1.297). This 
initial analysis therefore resulted in a two-factor solution. That is, these 8 items can be 
simply reduced to two factors. Each factor explains a particular amount of variance in 
the items. In this case, Factor 1 explains 38.62% and Factor 2 explains 16.21% of the 
pooled variance. Together these two factors explain a total of 54.83% of the variance. 
According to Vaus (2002), the more variance that is explained by the factors, the 
better factor solution and the more comfortable the study is in reducing the initial 8 
items to two factors. 
Table 7.3: Total Variance Explained 
In itial Ei envalues Extraction Sums of Squared Loadings 
Factors % of Cumulative % of Cumulative 
Total Variance % Total Variance % 
1 3.090 38.623 38.623 3.090 38.623 38.623 
2 1.297 16.209 54.832 1.297 16.209 54.832 
3 
. 838 10.479 
65.312 
4 
. 774 
9.671 74.983 
5 
. 621 7.764 
82.747 
6 
. 545 6.817 
89.564 
7 
. 470 5.877 95.441 
8 
. 365 4.559 100.000 
Extraction Method: Principal Component Analysis. 
The Scree plot below depicts that the plot slopes steeply downwards from one factor 
to two factors before moving slowly towards the horizontal line. 
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Figure 7.1: Scree Plot 
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An inspection of the scree plot (Figure 7.1) reveals a clear break after the second 
factor. Using Catell's (1996) scree test, it was decided to retain two factors for further 
investigation. To aid interpretation of these two factors, there are two methods 
available for rotation of factors, orthogonal and oblique rotation. The former ensures 
the factors produced will be unrelated to each other, while the latter produces factors 
which are correlated (Hair, Anderson et al. 1998). However, no specific rule has been 
developed to guide the researcher in selecting a particular orthogonal or oblique 
rotational technique. In this study, Varimax orthogonal rotation was used because the 
study wants to ensure that the factors produced will be independent or unrelated to 
each other. Variables which most highly load (correlate) with the first factor are 
clustered together and arranged in descending order according to the size of their 
correlations. Then, variables which load strongly with the second factor will form the 
second factor, and so on. It is worth noting that orthogonal rotation has a disadvantage 
of forcing factors to be unrelated when they may be related in real life. In this regard, 
oblique rotation may be applied to check this (Hair, Anderson et al. 1998). For the 
purpose of comparison, the study also provides the results of oblique rotation in 
Appendix 7A. 
The rotated solution (presented in Table 7.4 below) revealed the presence of two 
factors with a number of strong loadings. The interpretation of the two factors is 
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based on the loadings of eight variables of these factors. A factor loading is a 
correlation coefficient showing how much weight is assigned to that factor. The 
higher the loading, the more that variable (or item) belongs to that factor (Vaus 2002). 
According to Vaus (2002), a normal loading of at least 0.3 is considered significant 
before the item can be said to belong to the component. Where a variable has an 
acceptable loading on more than one factor, one of these loadings can be reduced to 
the factor with the highest loading (Vaus 2002). 
Table 7.4: Rotated Component Matrixe on Islamic Banking Objectives 
Factor Communality 
Variable 1 2 of Each 
Social Welfare Commercial Variable 
Objectives Objectives 
X3 . 815 . 
672 
XZ . 769 . 600 
X4 . 666 . 526 
X8 . 547 . 486 
X7 . 714 . 627 
X6 . 707 . 638 
X, . 637 . 438 
X5 . 624 . 399 
Eigenvalue 3.090 1.297 
% of variance 28.695 26.138 
Cumulative % 28.695 54.832 
Extraction Method: Principal Component Analysis. 
Normalization. 
a Rotation converged in 3 iterations. 
Method: Varimax with Kaiser Rotation 
Variables: 
X, Maximising profits objective 
X2 Contributing to social welfare objective 
X3 Alleviating Poverty objective 
X4 Promoting Sustainable development projects objective 
X5 Minimising costs of operations objective 
Xe Enhancing product and service quality objective 
X, Offering viable and competitive financial products objective 
X8 Promoting Islamic values and way of life towards staffs, clients and general public 
170 
Chapter 7 Finding and Analysis 
The results in Table 7.4 indicate that all 8 items of Islamic banking objectives exhibit 
large factor loading (above 0.3). Variables with factor loadings smaller than ±0.3 are 
normally considered not significant and can be ignored from the factor'61. The two 
factor solution explained a total of 54.83% of the variance, with Factor 1 contributing 
28.70% and Factor 2 contributing 26.14%. Table 7.4 also depicts the communality of 
each variable. Communalities measure correlations among the 8 variables to be factor 
analysed. The higher the correlations among the variables; implies the more they have 
in common or the higher would be their communalities. For example, a communality 
of 0.672 for the variable X3, indicates that the variable has 67.2% of its variation in 
common with the other variables in forming a factor. On the other hand, a variable 
having a very low communality (close to zero), is not likely to be associated with any 
other variables in defining a factor. 
From the table, all variables that are listed under Factor I measure social welfare- 
related objectives namely `poverty alleviation objective', `contributing to social 
welfare of the community', `promoting sustainable development project' and 
`promoting Islamic values and way of life towards staff, clients and general public'. 
Therefore, the items grouped under Factor 1 can be appropriately described as "social 
welfare objectives" On the other hand, the clustering of variables X7, X6, X. and X5 
namely `offering viable and competitive financial product objective', `enhancing 
product and service quality objective', `profit maximisation objective' and `cost 
minimisation objective' portrays an underlying factor which relates to the commercial 
aspect of Islamic banking operation and objective. Accordingly, the researcher 
assigned "commercial objectives" to the second factor. Furthermore, by examining 
results of oblique rotation (See Appendix 7A), the study noticed that the variables 
loading were exactly the same as found with this Varimax orthogonal rotation, hence 
similar interpretation could be used for the factor analysis. 
Since factor 1 (social welfare objectives) has the higher eigenvalue and variance 
(eigenvalue = 3.09, variance = 28.70%) it necessarily represents more important 
'`'' Only factor loadings exceeding 0.4 are shown in Table 7.4 for ease in interpretation of the results 
although the smaller values are included in the calculation of the variables. 
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objectives perceived by the stakeholders of Islamic banks as compared to factor 2 
(commercial objectives) with a lower eigenvalue and variance (eigenvalue = 1.3, 
variance = 26.14%). This result implies that the stakeholders highly regard Islamic 
banking as an institution that should promote Islamic values and a way of life towards 
their staff, clients and the general public and other social welfare objectives such as 
contributing to social welfare of the community, promoting sustainable development 
projects and alleviating poverty. This finding supports the assertion made by the 
proponents of Chapra's views like Sadr (1982); Siddiqi (1983,1985); Ziauddin 
Ahmad (1984); Ahmad (2000); Siddiqui (2001); Haron, 1995,2000; Ahmad, 2000; 
Rosly and Bakar (2003); Al-Zuhayli (2003); Haron and Hisham (2003); Naqvi (2003) 
and others who categorically assert that Islamic banking must not be solely profit 
oriented; rather it must aim at promoting Islamic norms and values as well as 
protecting the needs of Islamic society as a whole. The view basically places greater 
social welfare responsibilities and religious commitments upon Islamic banking 
institutions in order to achieve the outlined Islamic economic objectives including, 
serving as an interest-free banking, social justice, equitable distribution of income and 
wealth and promoting economic development. 
Having mentioned this, one should not casually conclude that Islamic banks must 
only concentrate on attaining social welfare objectives, rather the result of the analysis 
indicates that the commercial factor such as enhancing product and service quality 
and providing viable and quality financial products were also perceived as important 
objectives to be pursed. This substantiates Wilson's (2000; 2003) claim that Islamic 
banks should not take for granted the expectation of their clients by assuming that 
they are prompted to deal with Islamic banks solely based on their religious 
consciousness, rather they should also promote quality services that can satisfy their 
clients. 
7.2.3 Kruskall-Wallis Test: Comparing Stakeholder Groups' Perceptions. 
Presumably not all stakeholder groups would homogeneously apply the same degree 
of importance to the objectives of Islamic banking. It is fair to assume that different 
stakeholder groups may differ in the ranking of objectives of Islamic banking. To 
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investigate the perception of different stakeholder groups of Islamic banks towards 
the main objectives of Islamic banking operation, the Kruskall-Wa1lis1G2 test was 
applied. The null hypothesis (Ho) was stated as follows; 
Ha: Stakeholders of Islamic banks in Malaysia apply equal importance to 
social and commercial objectives of Islamic banks, i. e. the means of 
the Islamic banking objectives scores for the seven stakeholder 
groups are equal. 
The results are presented in Table 7.5. 
Table 7.5: Kruskal-Wallis Test to Compare the Scores on Islamic Banking 
Objectives for 7 Stakeholder Groups 
Variables Chi-Square 
lx2) 
Df Asymp. Sig. (P) 
Xi: Maximising profits objective 107.214 6 . 000 
X2: Contributing to social welfare objective 55.966 6 . 000 
X3: Alleviating Poverty objective 118.741 6 . 000 
X4: Promoting Sustainable development projects objective 20.947 6 . 002 
X5: Minimising costs of operations objective 36.794 6 . 000 
X6: Enhancing product and service quality objective 23.093 6 . 001 
X7: Offering viable and competitive financial products 
objective 
X8: Promoting Islamic values and way of life towards staffs, 
clients and general public 
34.816 
8.407 
ý CI i`ý 
l 
lCc IiC 
6 000 
,Jr --ý 
6/ . 210_`, 
%' I1SI-JýýIýi(t, 
The Kruskall-Wallis test above reveals that mean degrees of importance for the seven 
stakeholder groups are not equal for 7 out of 8 items measuring the Islamic banking 
objectives. Except for variable, X8 (x2 = 8.407), the chi-square values for the other 
seven variables (x = range from 107.214 to 34.816) are higher than the tabulated chi- 2 
162 Kruskal-Wallis is a non-parametric test also known as a distribution free test which requires a less 
strict assumption about underlying population and the type of data to be analysed. Unlike the 
parametric test (such as F-Test) which requires data to be measured on interval levels and that samples 
are drawn from normal distribution populations, non-parametric tests do not require the shape of the 
underlying distribution to be specified even though samples need to be selected at random. It is also 
more suitable for treating samples made up of observations from several different populations, and 
when measurement of the variables is in an ordinal scale. Although it is not as powerful as a 
parametric test, increasing the sample size can increase its power to that approaching its parametric 
equivalents. For detailed discussion, refer to Kachigan (1986), Siegel and Castellan (1988), Kerr, Hall, 
et al. (2002), Norusis (2004). 
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square value, x2 = 12.59 at 0.05 significance level; 6 degrees of freedom1G3 . Hence, 
the null hypotheses that all stakeholder groups assigned equal importance to social 
and commercial objectives of Islamic banking variables can be rejected. Furthermore 
the observed significant level for all seven items is lower than the 0.05 confidence 
level, implying that the variations between the seven stakeholder groups are likely to 
hold in the population. 
To further investigate which group of the stakeholder assigned the highest or lowest 
importance to the list of Islamic banking objectives, we reproduce the Mean Rank 
Table (see Appendix 7B). An inspection of the mean ranks for the stakeholder groups 
suggests that the managers, Shari'ah advisors and regulators consistently assigned 
higher ratings than other stakeholder groups to the commercial objectives such as 
maximising profits, minimising cost of operation, offering viable and quality products 
and services. On the other hand, customers, depositors and local communities were 
more concerned with social aspects of Islamic banking objectives. This is based on 
the highest scores these stakeholder groups assigned to the social related objectives 
such as contributing to social welfare of the community, poverty alleviation and 
promoting sustainable development objectives. 
The result of the analysis may be explained on the grounds that, bank's managers, 
regulators and Shari'ah advisors were generally more concerned with the commercial 
aspects of the banking business due to the ever increasing pressures on the Islamic 
banks to be more competitive, viable and sustainable especially in a country like 
Malaysia, which practises a dual-banking system. Nevertheless, it is interesting to find 
out that these stakeholder groups still attach a certain degree of importance to the 
social-related objectives implying that Islamic banking must not contradict the 
original philosophy of Islamic banking establishment, i. e. combination of social and 
profit motives. In contrast, local communities, depositors and customers have a higher 
expectation towards Islamic banking to manifest its social objectives relatively more 
than the commercial objectives. This may be attributed to the present prevailing 
thinking in the Malaysian society that Islamic banking as an Islamic enterprise should 
163 The degree of freedom is k-1 where k= number of samples or groups. 
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first attend to social needs of the society rather than emphasising on profit 
maximisation or any other commercial objectives espoused within the capitalist 
enterprise. 
Having mentioned the results, it is important to note that the differences in opinion 
among the stakeholder groups are mainly between those who assigned the listed 
objectives as either important or most important. Hence, all respondent groups 
generally agreed that Islamic banking must take into consideration both economic and 
commercial aspects of banking business while at the same time not neglecting the 
fundamental aspects of Shari'ah principles emphasising on promoting Islamic values 
and social objectives. This is further reinforced by the evidence from the table that no 
significant difference in the opinion of various stakeholder groups concerning 
'promoting Islamic values and way of life among staff, clients and the general public' 
as one of the most important objectives for Islamic banks to pursue. 
7.3 SUPPORT FOR CSR ACROSS STAKEHOLDER GROUPS 
The preliminary analysis in the preceding sections suggests that stakeholders of 
Islamic banks are generally concerned with social aspects of Islamic banking 
practices. The empirical findings so far indicate that stakeholders assigned a high 
degree of importance to social and moral commitments for Islamic banks to pursue 
without neglecting the commercial aspects of its operation. Hence, it is expected that 
the concept of CSR, as widely propagated in the West today, may therefore be 
evidenced in the behaviour of Islamic banking stakeholders. To see whether the 
concept of CSR has some bearing on stakeholders' attitude and perception, the 
following sections will discuss the results of analyses on the opinion of diverse 
stakeholder groups on various issues of CSR of Islamic banks. This is to ascertain 
whether stakeholders of Islamic banks in Malaysia support CSR practice. Thus, the 
analyses that follow shall include subjects such as respondents' perceptions of CSR in 
terms of its importance as part of the banking selection decision, their expectation of 
CSR commitments of Islamic banks and their specific attitude and behaviour towards 
CSR practices of Islamic banks. 
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7.3.1 Factor Analysis: Banking Selection Criteria 
As mentioned in Chapter 5, Islamic banking stakeholders are expected to support and 
perhaps influence the practice of CSR in Islamic banking, especially when their 
nouns, beliefs and values are overlapping with those of Islamic banks, which are 
ultimately derived from the principles of Shari'ah. Consequently, CSR factor should 
be evident in Islamic banking stakeholders' perception and attitude especially in 
making decisions whether to patronize Islamic banks. 
Hence, the null hypothesis reads: 
Ho: Stakeholders in Malaysia apply equal importance to the CSR factors 
along with other banking selection criteria when making a 
judgement about patronizing Islamic banks. 
To test this hypothesis, an exploratory factor analysis was conducted. Factor analysis 
with separate varimax rotation was run on twelve variables representing various 
attributes of banking selection criteria. These banking selection criteria or patronage 
factors have been extensively investigated in the literature (see for example Erol and 
El Bdour, 1989,1990; Haron, Ahmad et al., 1994; Gerard and Cunningham, 1997; 
Metawa and Almossawi, 1998; Othman and Owen, 2001,2002; Ahmad and Haron, 
2002; and Abbas, Hamid et al., 2003). After a detailed review of these selection 
criteria and given the nature of this study, twelve basic attributes were selected and 
tested in the current study. 
These widely investigated attributes from similar studies together with the newly 
created attributes related to CSR1G4 are: financial product price, customer service 
quality (fast and efficient service), convenience (e. g. available parking space, interior 
con fort), location being near home or work, friendly personnel, knowledgeable and 
competent personnel, Islamic working environment, economic and financial 
164 For the purpose of this factor analysis, we include some items representing CSR initiatives variables 
as widely acknowledged in the literature. See for example CSR Europe (2001), EIRIS (2001,2003), 
Greenwood (2001); Al-Khater and Naser (2003) and others. 
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reputation, respect for human rights, Islamic reputation and image, involvement in 
the community and environmental practice and impact. 
In this study, the perceptions of stakeholders on twelve attributes or banking selection 
criteria are examined using factor analysis: (1) to determine whether the CSR factor 
contributes to one of the important indicators in their banking selection criteria and (2) 
to ascertain which of these factors is the strongest motivation. The results will then be 
used to investigate whether there is any significant difference in perceptions among 
various stakeholder groups. According to Hair, Anderson et al. (1998) if the twelve 
variables can be represented in a smaller number of composite variables, then the 
other multivariate techniques can be made more parsimonious. 
In testing whether factor analysis was appropriate for the banking selection criteria, 
KMO and Bartlett's Test of Sphericity were conducted. The result is reproduced in 
Table 7.6. 
Table 7.6: KMO and Bartlett's Test Results for the 12 items 
combined 
Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 
. 879 
Bartlett's Test of Sphericity Approx. Chi-Square 5276.331 
df 66 
Sig. 
. 000 
From Table 7.6, the KMO test showed a value of 0.865 while the Bartlett's Test of 
Sphericity also reached statistical significance (0.000). Based on these favourable 
results, factor analysis was conducted using principal component analysis (PCA) and 
varimax rotation with Kaiser Normalisation. The resulting varimax rotated factors are 
given in Table 7.7 along with communality values of each variable; eigenvalues and 
percentage of explained variance (see also a comparative table of the resulting oblique 
' rotation in Appendix 7C)6s 
165 Again, the results of Varimax orthogonal rotation revealed no difference in the factor loadings. 
Hence, a similar interpretation could be used for this factor analysis. 
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Table 7.7: Rotated Component Matrix' on Banking Selection Criteria 
Finding and Analysis 
Factor 
Variable 1 2 3 Communality 
Reputation CSR Convenience/ of Each 
/ service of Islamic product price Variable 
delivery bank 
X6 . 766 . 633 
X10 
. 742 . 642 
X5 . 670 . 579 
X7 . 655 . 545 
X8 . 624 . 511 
X2 . 616 . 434 . 571 
X12 . 790 . 649 
X11 . 715 . 583 
X9 
. 416 . 
631 . 589 
X4 . 721 . 646 
X1 . 586 . 432 
X3 . 571 . 548 
Eigenvalue 3.191 2.148 1.589 
% of Variance 26.590 17.897 13.245 
Cumulative % 26.590 44.487 57.732 
Extraction Method: Principal Component Analysis. Rotation Method: Varimax with Kaiser 
Normalization. 
a Rotation converged in 6 iterations. 
Variables: 
X1 Product price factor 
X2 Customer Service quality (e. g. fast and efficient services) factor 
X, Convenience (e. g. available parking space, interior comfort) factor 
X4 Location being near home or work factor 
X5 Friendly personnel factor 
X6 Knowledgeable and competent personnel factor 
X7 Islamic working environment factor 
X8 Economic and financial reputation factor 
X9 Respect for Human rights factor 
X10 Islamic reputation and image factor 
X11 Involve in community (e. g. giving donation, scholarship) factor 
X12 Environmental practice and impact factor 
The results in Table 7.7 reveal the presence of three factors with all 12 items of the 
banking selection criteria exhibit large factor loadings (above 0.3 significant levels). 
The eigenvalues for the three factors are above 1 (3.191,2.148 and 1.589 
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respectively). These three factors explain a total of 57.73% of the variance. 
Specifically, Factor 1 has six significant loadings while both Factor 2 and 3 have three 
respectively. 
Turning to an interpretation of independent dimensions based on the varimax rotated 
matrix as given in Table 7.7, one can see that the first factor delineates a cluster of 
relationships among the following attributes; `knowledgeable and competent 
personnel'(X6), `Islamic reputation and image'(Xio), `friendly personnel'(X5), `Islamic 
working environment'(X7), `service quality (fast and efficient service)' (X2) and 
`economic and financial reputation'(X8). The nature of the highly loaded variables on 
this factor suggests that it can be named "reputation and service delivery". This 
"reputation and service delivery" factor contributes around 27% of the reasons for 
selecting Islamic banking. Since Factor 1 has the highest eigenvalue and variance, 
(eigenvalue = 3.19, variance = 26.59%) it necessarily represents the most important 
factor that has influenced stakeholders to patronise Islamic banking. 
This result indicates that, the selection of Islamic banks appears to be predominantly a 
combination of Islamic and financial reputation and quality service offered by the 
bank. Therefore, Islamic banks must have good public relations to boost their 
reputation at the same time to foster good customer and employee relations in order to 
attract customers. The finding is consistent with many earlier Islamic banking 
patronage studies like Erol and El-Bdour (1989), Erol, Kaynak et al. (1990), Haron, 
Ahmad et al. (1994), Gerrard and Cunningham (1997) and Abbas, Hamid et al. (2003), 
in which reputation and the quality of service delivery including friendliness and 
competence personnel, fast and efficient service etc. were found pertinent in 
influencing customers' banking selection. 
Interestingly, the results of the factor analysis in Table 7.7 also reveal that the 
variables which have loadings on the second factor are `environmental practice'(X, 2), 
`involvement in community'(X) and `respect for human rights'(X9). The combination 
of these variables can be compositely grouped together under the proposed heading of 
"CSR of Islamic banks". The reasons are quite apparent especially when these 
variables were normally associated to dimensions under CSR in many previous 
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studies (CSR-Europe 2001; EIRIS 2001; Greenwood 2001; A1-Khater and Naser 2003; 
EIRIS 2003). As shown in Table 7.7, Factor 2 "CSR of Islamic banks" accounts for 
17.9% of the total variance and together with Factor 1 explains about 44.49% of the 
total variance. All three variables are moderately correlated with Factor 2 with factor 
loadings ranging from 0.631 to 0.790. The variables `environmental practice' (X12), 
`involvement in community'(X11) and 'respect for human rights' (X9) seem to indicate 
that CSR commitments of Islamic banks were also taken into consideration by 
stakeholders when making a judgement to patronise a bank. The fact that stakeholders 
were also influenced by CSR commitments suggests that Islamic banking institutions 
should promote the practice of CSR. It also suggests the appropriateness of CSR as an 
instrument to strategically market the organisation to consumers and other relevant 
stakeholders. 
The third factor defining stakeholder banking selection criteria relates to `location is 
being near home or office'(X4), `convenience (e. g. available parking space and 
interior con fort)' (X, ) and `financial product price'(Xi). For this factor, the suggested 
name for it is "convenience and product price" factor. The results of the factor 
analysis ranked "convenience and product price" as the least important factor 
compared with other variables, since it explains only 13.2% of the total variance for 
the variables in the data set. This result is somehow inconsistent with the previous 
conventional banking studies since convenience and product price factors have often 
emerged as the most common and important factors among the banking selection 
criteria. For example Almossawi (2001) and Gerrard and Cunningham (2001) found 
that convenience factors were of paramount importance in banking selection criteria 
compared to other factors based on their survey conducted on conventional banking 
customers in Bahrain and Singapore respectively (Almossawi 2001; Gerrard and 
Cunningham 2001). 
Overall, the factor analysis reveals an important result indicating that CSR factor was 
considered as one of the important factors in making a judgement and decision 
whether to patronise Islamic banks. The ranking position of CSR factor as the second 
most important factor also suggests that the null hypothesis can be rejected. Moreover, 
it is also expected that the proportion of stakeholders influenced by this factor would 
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be relatively high. This is confirmed by figures on Table 7.8, whereby high 
percentages of influence are evidenced for all the three variables constituting under 
CSR factors (Xg= 93.7%, XI I= 90.2% and X12 = 82.9%). 
Table 7.8: Frequency Distribution: Factor 2 Variables - Degree of influence on 
Stakeholders' Judgement on Islamic Bank 
Degree of Value Environmental Involvement in Respect for 
influence practice (X12) community (Xii) human rights (X9) 
(%) (%) (%) 
Not Important at all 1 .7 .3 .3 Not Important 2 8.4 4.8 2.2 
Cumulative % 9.1 5.1 2.4 
Important 4 58.3 56.6 53.0 
Very important 5 24.6 33.6 40.7 
Cumulative % 82.9 90.2 93.7 
Neutral 3 8.0 4.7 3.9 
Mean Value 3.9789 4.1823 4.3164 
Median Value 444 
Mode Value 444 
7.3.2 Mann-Whitney U-Test 
It is hypothesised that stakeholders who rated Factor 3 variables (CSR of Islamic Bank) 
highly would be those who are willing to support Islamic banks with a high level of 
CSR initiatives. In relation to this, the Mann-Whitney U-Test (hereafter the U-test) 
was carried out. The aim of the test is to see if stakeholders have the same mean 
scores for each of the CSR factor variables irrespective of whether they support 
Islamic banks that show a high level of CSR practice or not. Since the U-test is a two- 
tailed test, the null and alternative hypotheses are stated as follows: 
Ho: u, =u1, u3= u4 and u5=u6, 
Alternatively, 
H,: u, #u,, u3 ýu4and u5 4- u6 
Where u,, u2, u3, u4, u5 and u6 are the mean ranks (mean degree of importance) of the 
CSR factor variables (X9, X11 and X12) for both stakeholders who are willing and 
unwilling to support Islamic banks perceived as having a higher level of CSR 
commitment respectively. 
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Table 7.9: Mann-Whitney U-Test of Association between Factor 2 Variables and 
Stakeholders Who Support/Do not Support CSR of Islamic Banks 
Support 
Islamic Mean Probability Variable Banks N Rank U Value z value (2-tailed) 
with CSR? 
X9: Respect Human Rights Yes 1319 ui = 679.27 14148.0 -3.027 . 002 No 30 u2 = 487.10 
Xii: Community Involvement Yes 1325 U3 = 683.52 
13880.0 -3.503 . 000 No 31 U4 = 463.74 
X12: Environmental Practice Yes 1315 u5 = 679.74 
12175.0 -4.340 . 000 No 31 u6 = 408.74 
From Table 7.9 above, it is evident that stakeholders who indicate their willingness to 
support Islamic banks with a high level of CSR commitment have higher mean scores 
for Xg (Respect Human Rights), X11 (Community Involvement) and X12 
(Environmental Practice) variables. This implies that they are more influenced by the 
three variables than the stakeholders who proclaim otherwise. The z values are -3.027, 
-3.503 and -4.340 respectively which are obviously higher than the critical value of 
zq. 025 = 1.96. Hence the null hypotheses that ul= 112,113 = U. 1 and us = 116 can be 
rejected. The variations in mean ranks are also likely to hold in the population since 
the observed probabilities (0.002,0.000 and 0.000 respectively) are lower than the 
0.05 confidence interval. Therefore, it can be inferred that only stakeholders who 
support CSR commitment of Islamic banks were strongly influenced by Factor 2 
variables (CSR of Islamic banks) when making a judgement to select a bank to 
patronise. 
Furthermore, since the study has also included local communities i. e. those who do 
not have any banking relationship with Islamic banks in the sample study, it is also 
pertinent to explore their attitudes towards CSR initiatives of Islamic banks. As 
mentioned in Chapter 2, some of CSR empirical studies have reported some evidence 
of respondents' willingness to support CSR practices of a firm to the extent that some 
customers are ready to switch to other companies that are perceived as a having 
higher level of CSR commitment (Garrett 1987; Smith and Alcorn 1991; Mason 2000; 
Mohr, Webb et al. 2001; Sen, Gurhan-Canli et al. 2001). 
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Similarly, this study intends to gauge the respondents' attitudes in terms of their 
willingness to switch from their current bank to Islamic banks based on CSR factor. 
Hence, it is hypothesised that local communities who rated more highly for Factor 3 
variables (X9: Respect Human Rights, X11: Community Involvement and X12: 
Environmental Practice) would be those who indicated their willingness to switch to 
Islamic banks with a higher level of CSR initiatives as compared to conventional 
banks. 
In relation to this, the Mann-Whitney U-Test was once again carried out. The aim of 
the test was to see if local communities had the same mean scores for each of the CSR 
factor variables irrespective of their indication to switch to Islamic banks with high 
level of CSR practices or not. Since the U-test is a two-tailed test, the null and 
alternative hypotheses are stated as follows: 
Hp: u7 = u8, a9 = ulo and ull = "121 
Alternatively, 
Hl: 117#118f a9 ii1 and u, l 6U12 
Where U7, us, 119, zr, o, till and 11,2 are the mean ranks (mean degree of importance) of the 
CSR factor variables (X9, X11 and X12) for local communities who are willing and 
unwilling to switch to Islamic bank perceived as having a higher level of CSR 
commitment respectively. 
Table 7.10: Mann-Whitney U-Test of Association between Factor 2 Variables and 
Willingness to Switch Bank 
Willing ness to Probability Variable Switch? 
N Mean Rank U Value z value (2-tailed) 
X9: Respect Human Yes 242 U 7= 137.26 2721.0 -1.597 . 110 Rights No 27 U8= 114.78 
X>>: Community Yes 245 Ug= 141.05 
Involvement No 27 Uio= 95.24 
X12: Environmental Yes 244 U11=135.43 
Practice No 26 U12 =136.13 
2193.5 -3.147 002 
3155.5 -. 048 . 962 
From Table 7.10 above, only the z value for `community involvement' variable (z =- 
3.147) is higher than the critical value of zo. o25 = 1.96, while the z values for `respect 
for human rights' and `environmental practice' are reported lower (z = -1.597 and z= 
-0.48 respectively). Thus, only the null hypothesis that u9 = u/p can be rejected, while 
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the other null hypotheses u7 = u8 and u = u, 2, cannot be rejected. Furthermore, the 
variations in mean ranks are likely to hold in the population for the `conimunlty 
involvement' variable since the observed probabilities is 0.002, which is lower than 
the 0.05 level of significance. This implies the two groups of local communities i. e. 
those who are willing and unwilling to switch bank do differ statistically in their 
evaluation of the `community involvement' as one of the factors to patronage Islamic 
bank. Examining the mean rank column reveals those local communities who 
indicated their willingness to switch bank is ranked higher than those who proclaimed 
otherwise with respect to `community involvement' variable. Therefore, it can be 
inferred that local communities who are willing to switch from their current bank to 
an Islamic bank would be more influenced by `community involvement' variable of 
CSR factor when making a judgement about Islamic bank. This particular finding 
suggests that Islamic banks should rigorously highlight and publicise any of its 
community involvement projects in order to attract potential customers among the 
local communities to the bank. 
7.3.3 Kruskall-Wallis Test: Comparing Stakeholder Groups' Perceptions. 
It is also imperative to investigate whether there is any significant difference in the 
perception of multiple stakeholder groups towards CSR as one of the banking 
selection criteria for Islamic banks. The null hypothesis reads: 
Ho: There is no significant difference in the various stakeholder groups' 
opinions when considering CSR as an important patronage criterion 
of Islamic banks. 
To test this particular hypothesis, the Kruskall-Wallis test was again undertaken and 
the results are reproduced in the following Table 7.11 and 7.12. 
Table 7.11: Kruskal-Wallis Test to Compare the Scores among Banking Selection 
Criteria for 7 Stakeholder Groups 
Chi-Square 
Variables 
ßx2) 
df Asymp. Sig. (P) 
VI: Reputation and service delivery factor 19.183 6 . 004 
V2: CSR factor 61.322 6 . 000 
V3: Convenience and product price factor 10.439 6 . 107 
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Table 7.12: Ranks on the Banking Selection Criteria by Stakeholder 
Groups 
Respondent Group 
V,: Reputation and service Employees 
delivery factor 
V2: CSR factor 
Customers 
Managers 
Depositors 
Local Communities 
Shariah Advisors 
Regulators 
Total 
Depositors 
Customers 
Local Communities 
Employees 
Shariah Advisors 
Managers 
Regulators 
Total 
V3: Convenience and Employees 
product price factor Customers 
Shariah Advisors 
Depositors 
Managers 
Local Communities 
Regulators 
Total 
N Mean Rank 
328 756.25 
349 727.21 
96 723.01 
352 722.26 
266 645.81 
9 605.06 
24 495.02 
1424 
363 817.23 
358 786.71 
271 701.42 
330 656.29 
9 611.39 
98 562.68 
25 487.30 
1454 
323 771.91 
347 723.20 
10 719.70 
360 697.33 
99 696.40 
268 683.28 
25 618.10 
1432 
Table 7.11 indicates that while there is a significant disagreement among the 
stakeholder groups on two out of three factors of banking selection criteria namely, 
`reputation and service delivery quality' factor (V, ) and `CSR of Islamic Banks' factor 
(VA), no significant disagreement was found in the stakeholder groups regarding 
`convenience and product price' factor (V3). The chi-square, x2 values for the two 
variables, V, and V2 (19.183 and 61.322 respectively) are higher than the tabulated 
chi-square value, x2 = 12.59 at 0.05 confidence interval; 6 degrees of freedom. While 
x2 value for V3 is 10.439, which is lower than the tabulated chi-square value. The 
observed significant level for V3 (P, =0.107) is higher than the 0.05 confidence level, 
which implies no variations between the seven groups of stakeholders in the 
population. However, the observed significance level (P,,, =0.004, P,., =0.000) for 
`reputation and service delivery quality' factor (V, ) and `CSR of Islamic Banks' factor 
(V2) variables are lower than the 0.05 level, indicating the existence of variations 
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between the seven groups in the population. Hence, the null hypothesis can be 
rejected. The findings clearly indicate that various stakeholder groups attach a 
different degree of importance especially towards the `reputation and service delivery 
quality' and `CSR of Islamic Banks' factors when making a judgement about Islamic 
banks based on the list of banking selection criteria. 
To investigate which of the stakeholder group assigned highest or lowest in terms of 
importance with respect to the CSR factor of banking selection criteria, Table 7.12 is 
reproduced. The result reveals the mean rank of depositors (817.23) and customers 
(786.71) exceeded that of other stakeholder categories. This suggests both depositors 
and customers are more likely to be attracted by CSR criteria than other stakeholder 
groups. In contrast, regulators were ranked lowest (487.30) in perceiving CSR as an 
important banking patronage factor based on the hierarchy of mean rank. 
Two plausible explanations may account for this finding. Firstly, even though the 
commitment towards social responsibility is encouraged, there is no specific 
requirement by law or any official guideline or standards made available by the 
Central Bank (Bank Negara), especially for the regulators in overseeing CSR 
practices of Islamic banking operation. Secondly, corresponding to the results 
obtained in the preceding section, regulators are more concerned with the commercial 
aspects of Islamic banks particularly on the latter's ability and viability to compete 
and sustain in the dual banking system. Thus, CSR practices, though perceived as an 
important criterion by the regulators, their level of importance does not supersede 
other commercial aspects of banking businesses. 
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7.3.4 Comparative Analysis across Different Respondents' Characteristics 
To analyse whether different demographic groups among respondents have any 
influence on the CSR variable in their banking selection criteria, the Kruskall-Wallis 
Test (K-W Test) and Mann-Whitney Test (U-Test) were conducted. The null 
hypotheses are as follows: 
Ho: k, =k2=k3=k4=k5; k6=k7=k8=k9=k, o. k; 
k, 2 =k13=k, 4=k1s; and UI = 112i 
Alternatively, 
H,: k'#k2ýk3 k4: f- ks; k6#k, #k8 k9#k, q k,,; 
kl2o kfi: 0 k14 k15; and u, 6u2 
Table 7.13: K-W Test and U-Test Results Comparing the Mean Ranks of CSR variable in 
terms of Age, Education, Income and Gender 
Variable Subgroup N Mean Rank z, x2 
Asymp. 
Sig. 
AGE: K-W Test: 
Below 20 62 k1= 728.74 
20-30 581 k2= 744.19 2=_ x 4.922 0.295 31-40 468 k3= 689.75 
41-50 265 k4= 708.84 
Above 50 59 k5= 714.02 
EDUCATION: K-W Test: 
Secondary or lower 462 k6=744.06 
Diploma/A-Level 342 k7=718.26 
Bachelor (first degree) 406 k8=683.77 x2= 9.293 0.098 
CSR Professional Qualification 79 k9=664.18 
Master or PhD 125 ko=725.30 
Others 18 k11=882.44 
INCOME: K-W Test: 
RM1,000 & below 283 k12=733.72 
RM1,001-RM3,000 647 k13=697.15 x2= 23.409 0.000 
RM3,001-RM5,000 244 k14=602.25 
RM5,001 & above 177 k15=608.08 
GENDER U-Test: 
Male 923 u1=709.72 z= -1.349 0.177 
Female 517 a 2=739.75 
The results in Table 7.13 reveal that even though there are differences in the mean 
ranks of various subgroups in terms of age, education and gender, these differences 
are not likely to hold in the population since the observed significance levels are 
higher than the 0.05 confidence limit. The null hypotheses of equal means for 
independent variable of age, education and gender can therefore be accepted. In other 
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words, respondents across all age, education and gender groups are homogenously 
influenced by the CSR factor in their bank selection decisions. Differences in 
opinions were more pronounced between respondents of different income group 
levels. The computed chi-square value of the K-W Test is higher (x2= 23.409) than 
the tabulated chi-square value (x2= 7.82), at 3 degrees of freedom. This statistic 
implies that the null hypothesis of equal means (k1, = k, 3= k = k, 5) can be rejected. 
These differences are also likely to hold in population since the observed significance 
level is lower than the 0.05 confidence level. 
We can therefore infer that respondents who are strongly influenced by the CSR 
factor are likely to be those with relatively lower income earnings i. e. RM 3,000 and 
below. A plausible explanation for this tendency is that lower income earners are 
more receptive to the idea of CSR compared with the higher income earners who tend 
to be more self-centred and influenced by other factors such as reputation and 
convenience. To some extent, the profile might also be reflecting the greater 
sophistication of high income earners or it might be indicative of the greater risk 
exposures which this group experience. Certainly, with regards to investment-based 
services, their greater risk exposures inherent to this sort of services compared with 
the less affluent groups suggest that other important criteria such as financial 
reputation and service delivery are more important when making investment decisions 
which ceteris paribus are more complicated than the saving/current account and other 
fiduciary-based services. 
7.4 STAKEHOLDERS' BEHAVIOUR TOWARDS CSR 
The findings in the preceding sections seem to suggest that stakeholders of Islamic 
banks are generally in support of CSR concept and initiative. Stakeholders, in general, 
perceive CSR as one of the important components that should be embedded and 
instilled in Islamic banking practices. Even though there seems to be some positive 
indications that stakeholders are prepared to support CSR initiatives of Islamic banks, 
it has not been established whether such perception may influence subsequent 
behaviour of various stakeholders positively or negatively. 
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In particular, as mentioned in Chapter 5, different stakeholders may have different 
ways of expressing either their approval or disapproval regarding firm's commitment 
to CSR. For example, customers respond positively to a firm's action by purchasing 
its products and patronising it. Similarly, employees' positive behavioural attitudes 
towards CSR commitment may be manifested through their increased motivation to 
work hard. On the other hand stakeholders can also voice their discontent by a firm's 
actions by boycotting the firm's product and services or communicating their 
dissatisfaction to the management or switching to other companies that are regarded 
as more socially responsible. 
Accordingly, to capture respondents' attitudes and behaviour towards Islamic bank's 
social responsibility, a question illustrating a specific scenario with a different set of 
probable behavioural responses items addressing different categories of stakeholders 
were included in the questionnaire. This particular question was then presented before 
the customers/depositors, managers/employees, regulators/Shariah advisors and local 
communities respectively. The question states: "If an Islamic bank stopped giving 
charity, donations and other social responsibilities commitments in order to 
concentrate on making profits and maintaining its competitiveness in the market, 
would you: ". 
The question and different sets of probable behavioural responses items addressing 
different categories of stakeholders were adapted from many similar studies on CSR 
(see for example Creyer and Ross, 1997; Murray and Vogel, 1997, Henriques and 
Sodorsky, 1999; and Sen, Gurhan-Canli et al. 2001). The sub-sections to follow will 
attempt to depict what sort of actions the respondents may take to express their beliefs 
and attitudes towards the CSR commitment of Islamic banks. 
7.4.1 Reactions of Customers and Depositors 
Table 7.14 presents cross-tabulation results of the respondents' behavioural 
inclinations towards Islamic bank that stops providing CSR services. 
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Table 7.14: Cross-tabulation: Customers' and Depositors' Behavioural Inclinations 
List of Possible Action 
A Stop using Islamic banking facilities and 
switch to another bank that was highly 
regarded as socially responsible 
Respondent Group Row 
Customers Depositors Total 
Count 60 68 128 
Row % 46.9 53.1 
Column % 17.3 19.0 18.2 
B Send letter of protest 
C Feel happy since it may signal an increment 
to the returns that you will receive on the 
investment/savings deposits for the coming 
years. 
D Agree with the decision since the Islamic 
banks must be able to compete with other 
banks and remain sustainable and viable 
Count 115 121 236 
Row % 48.7 51.3 
Column % 33.2 33.9 33.6 
Count 25 19 44 
Row % 56.8 43.2 
Column % 7.2 5.3 6.3 
Count 105 116 221 
Row % 47.5 52.5 
Column % 30.3 32.5 31.4 
E Do not care since it does not directly affect Count 41 33 74 
you Row % 55.4 44.6 
Column % 11.8 9.2 10.5 
Column Total Count 
Row % 
Column % 
346 357 703 
49.2 50.8 100.0 
100.0 100.0 100.0 
Table 7.14 shows a spectrum of responses from the respondents with regards to their 
behavioural inclinations towards the issue presented before them. The figure reveals 
that a slim majority (52%) disapproved of such a decision, out of which 34% of the 
customers and depositors were ready to take a proactive measure to voice their 
contentions by sending a letter of protest to the management of the Islamic batik, 
while 18% of the respondents indicated their willingness to punish the bank by 
boycotting and switching to other banks perceived as more socially responsible. This 
result is consistent with previous studies conducted by Creyer and Ross (1997) and 
Murray and Vogel (1997) who found a high percentage of customers who indicated 
their readiness to withdraw from the socially irresponsible bank altogether as a form 
of protest. On the contrary, 38% of the respondents approved of the bank's decision 
for various reasons. In particular, 31 % agreed based on a justification that Islamic 
banks must be able to compete with other banks and remain sustainable and viable. 
Six percent simply felt happy with the decision based on a self-centred argument that 
it may signal an increment to the returns they might receive on the 
investments/savings deposits for upcoming years. The remaining 10% were 
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indifferent. Further examination into the cross-tabulation results reveals that there is 
not much difference in terms of responses from both customers and depositors. About 
half of the customers (51%) and depositors (53%) approved, while only a small 
percentage of them disapproved of a bank that stopped providing CSR activities. 
7.4.2 Reactions of Managers and Employees 
A similar question with different set of probable items to gauge respondents' 
behavioural inclinations was also elicited from managers and employees of Islamic 
banks. Table 7.15 presents a cross-tabulation of results of the respondents' (managers 
and employees) behavioural inclinations towards Islamic banks that stopped 
committing CSR. 
Table 7.15: Cross-tabulation: Employees' and Managers' Behavioural Inclinations 
List of Possible Action 
Respondent Group Row 
Employees Managers Total 
A Pass on a petition to the top management to Count 97 23 120 
revoke the decision Row % 80.8 19.2 
Column % 30.7 24.0 29.1 
B Feel dissatisfied and be less motivated to Count 54 15 69 
work hard Row % 78.3 21.7 
Column % 17.1 15.6 16.7 
C Feel happy since it may signal an increment Count 808 
in bonus to be received for the coming Row % 100.0 
.0 years. Column % 2.5 .01.9 
D Agree with the decision since Islamic banks Count 133 55 188 
must be able to compete with other banks Row % 70.7 29.3 
and remain sustainable and viable. Column % 42.1 57.3 45.6 
E Do not care since it does not directly affect Count 24 3 27 
you Row % 88.9 11.1 
Column % 7.6 3.1 6.6 
Column Total Count 316 96 412 
Row % 76.7 23.3 100.0 
Column % 100.0 100.0 100.0 
From Table 7.15, both managers and employees' behavioural inclinations and 
attitudes towards the decision of banks that stopped CSR activities appear to be the 
same. About half of the respondents (48%) approved of the decision, where 46% of 
them agreed with the decision to stop CSR activities based on the argument that 
Islamic banks must be able to compete with other banks at the same time remaining 
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sustainable and viable, while only 2% expressed their happiness based on self-centred 
arguments in that such a decision may signal an increment in the bonus that they 
would receive in future years. On the contrary, 46% disapproved of such a decision to 
the extent that 29% indicated their willingness to take a proactive measure by passing 
petition to the top management to revoke the decision, while 17% indicated their 
dissatisfaction and were less motivated to work hard. 
An examination into the cross-tabulation table further reveals that the majority of 
Islamic banks managers (57.3%) supported the decision based on the reason that 
Islamic banks must be able to compete with other banks and remain viable and 
sustainable. On the other hand, there are mixed results on the employees' attitudes. 
Forty-five percent of the employees approved of the decision by the bank, while 48% 
indicated their disapproval either by passing a petition to the top management to 
revoke such a decision (31%) or simply feeling dissatisfied and demotivated to work 
hard (17%). 
The plausible reasons for these mixed results are twofold: First, as those who are 
involved in the day-to-day operation of Islamic banks, managers and employees might 
have been directly exposed to the heated competition surrounding the bank. Hence, 
decisions by the bank to stop any CSR activities in order to concentrate on generating 
profits are viewed as necessary to maintain viability and sustainability in a 
competitive dual-banking environment like Malaysia. Second, since the idea of CSR 
is not well defined in Malaysia as well as in the Islamic banking industry, a difficult 
question for managers is how to operationalisc the concept within the organisation. In 
particular, it has not been made clear to Islamic banking managers how to effectively 
reap the many potential advantages of CSR as proclaimed by many proponents of 
CSR (refer to Chapter 2) when the concept itself is not well-construed and defined 
especially for the Islamic banking practitioners. 
7.4.3 Reactions of Regulators and Shari'ah Advisors 
A similar question with a different set of probable items to gauge the respondents' 
behavioural inclinations was also elicited from regulators' and Shari'ah advisors of 
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Islamic banks. Table 7.16 presents the cross-tabulation results of respondents' 
behavioural inclinations towards the Islamic banks' decisions to stop their CSR 
commitments to concentrate on making profits and maintaining competitiveness in the 
market. 
Table 7.16 Cross-tabulation: Regulators' and Shari'ah Advisors' Behavioural 
Inclinations 
List of Possible Action 
A Advise top management to revoke decision Count 
Row % 
Column % 
Count 
Row % 
Column 
B Rate the bank negatively since it did not Count 516 
adhere to the true spirit of Shariah Row % 83.3 16.7 
Column % 21.7 10.0 18.2 
C Agree with the decision since the Islamic 
banks must be able to compete with other 
banks and remain sustainable and viable 
D Do not care since it does not directly affect 
you 
Column Total 
Respondent Group 
Regulators Shari'ah Advisors 
Row 
Total 
57 12 
41.7 58.3 
21.7 70.0 36.4 
12 2 14 
85.7 14.3 
52.2 20.0 42.4 
Count 101 
Row % 100.0 .0 
Column % 4.3 .03.0 
Count 
Row % 
Column 
23 10 33 
69.7 30.3 100.0 
100.0 100.0 100.0 
Again, the results in Table 7.16 indicate diverse responses from the respondents on 
the issue presented before them. While 42% agreed with the decision based on the 
argument that Islamic bank must be able to compete with other banks and remain 
sustainable and viable, slightly more than half of the respondents among regulators 
and Shari'ah advisors disapproved of such a decision to different extents. In 
particular, 36% of the respondents indicated that they would exert their influence by 
advising top management to revoke the decision. Another 18% would be willing to 
punish such a decision by rating the bank negatively. The former action is perceived 
as more diplomatic and less stringent, whereas the latter is regarded as less forgiving 
and more severe. Of course, banks will not take any risks of being rated negatively by 
the regulators and Shari'ah advisors since it will inevitably damage their reputation 
and legitimacy in the market. Further inspection of the cross-tabulation result reveals 
a high percentage of Shar 'ah advisors (70%) disapproved of the decision to stop any 
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social responsibility activities and were prepared to exert their influence as the bank's 
Shari'ah advisors to persuade the top management to revoke such a decision. Another 
10% would consider taking more stringent action by rating the bank negatively. On 
the contrary, it is also evident that about half of regulators (52%) agreed with such a 
decision based on the rationale that Islamic banks need to focus more on profit 
generation activities in order to compete and maintain viability and sustainability in 
the market. 
Two plausible reasons may account for such behaviour: Firstly, Shari'ah advisors' 
disapproval on a bank's decision to stop CSR activities to concentrate on profit 
making, reinforces the Shari'ah requirements upon Islamic banks to operate in a 
morally, ethically and socially responsible manner, regardless of the financial 
consequences (as argued in Chapter 3). Business activities devoid of social 
responsibility and commitment are therefore, contradictory to the spirit of Shari'ah. 
Therefore, Islamic banks need to balance between profit-making activities and other 
social responsibility initiatives. Secondly, the expansion of the Islamic banking 
market in Malaysia, coupled with the forthcoming liberalisation of the banking sector 
by year 2007 as stipulated under the World Trade Organisation's agreement, has 
increased competitive challenges facing the Islamic banking industry. Thus, it is 
expected for regulators whose primary concern for the soundness and stability of 
country's banking industry to respond positively to Islamic banks' decision in 
enhancing their level of profitability and competitiveness, even at the expense of CSR 
practices which might be perceived as relatively less important. 
7.4.4 Reactions of Local Communities 
Finally, the study also included a similar question with a different set of probable 
items to gauge the local communities' behavioural inclinations towards Islamic banks 
that stop giving charity, donations and other social responsibility commitments in 
order to concentrate on making profits and maintaining competitiveness in the market. 
The results are presented in Table 7.17 below: 
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Table 7.17: Local Communities' Behavioural Inclinations towards CSR 
List of Possible Action Frequency Valid % Cumulative 
A Have a negative impression towards the Islamic bank 
which was supposed to adhere to the Islamic principles 
and exemplify a higher standard of social responsibility 144 52.2 52.2 
practices. 
B Send a letter of protest 21 7.6 59.8 
C Have a positive impression since it may signal an 
increment to the returns that depositors will receive on 46 16.7 76.4 
their investment/savings deposits for the coming years. 
D Agree with the decision since Islamic banks must be 
able to compete with other banks and remain 52 18.8 95.3 
sustainable and viable. 
E Do not care since it does not directly affect you 13 4.7 100 
Total 276 100 
Table 7.17 reveals that the majority of respondents (60%) indicated their disapproval 
of the decision, out of which 52% stated that they would have a negative impression 
towards an Islamic bank which deemed to be exemplifying a higher standard of social 
responsibility practices as it is based on Islamic principles. Eight percent were even 
willing to act forcefully by sending a letter of protest to the management of the bank. 
In contrast, 19% of local communities agreed with such a decision, out of which 17% 
indicated their consent based on the argument that, it may signal an increment to the 
returns that depositors would receive on their investment/savings deposits in the 
coming years. Consistent to our earlier findings, the responding local communities 
held CSR in high regard and some even indicated their willingness to switch to 
Islamic banks that show a higher standard of social responsibility commitment than 
their current bank (as depicted in the earlier Table 7.10). This result reinforces our 
earlier arguments that Islamic banks should start to think seriously about engaging 
strategically with long-term initiatives by instilling and incorporating good CSR 
practices. There is a potential market for Islamic banks to capture prospective clients 
particularly amongst those who have high respect for ethical and socially responsible 
institutions. 
On the whole, the mixed results derived from the above analyses highlight a need for 
further enhancement of understanding in the concept of CSR and how it can be 
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operationalised within the organisation without jeopardising its viability and 
sustainability in the market. An unambiguous and pragmatic definition of CSR for 
Islamic banks needs to be well-construed so that it will be clear to the practitioners on 
how to actually implement the concept within the organisation. An important question 
arises however, whether Islamic banking practitioners are ready to liberate themselves 
from the traditional capitalistic thinking of achieving short-term profitability and shift 
to a new paradigm focusing on more long-term strategy such as engaging into 
strategic CSR practices. 
7.5 DIMENSIONS OF CSR OF ISLAMIC BANKS 
Whilst the analysis in the preceding sections mainly aims to gauge the level of support 
amongst stakeholders for CSR initiatives of Islamic banks, the subject of interest in 
the sections to follow sheds some light on the nature of CSR initiatives as perceived 
by diverse stakeholder groups. 
7.5.1 Important Areas of CSR Practices 
As discussed in Chapter 5, there is a wide spectrum of CSR dimensions identified in 
the literature. In this study, we have chosen sixteen variables representing different 
facets of CSR practices. These variables were selected based on various frameworks 
which have been widely acknowledged in the CSR literature166, together with the 
newly created variables relevant to our present study on Islamic banking institutions. 
These variables are: protecting the health and safety of workers; investing in 
education and training for staff, treating all employees and job applicants fairly (no 
discrimination); conserving energy and water consumption in banking premises; 
adopting waste recycling policies; financing companies that do not harm the 
environment; financing companies that do not violate human rights; financing small 
and medium size enterprises (SMEs); providing affordable financial services to the 
deprived areas; supporting charities and community projects; paying zakat and 
giving sadagah consistently; granting interest free loans (gard-al-hasan), fostering 
'66 See for example Carroll (1979), War-tick and Cochran (1985), Wood (1991), Pikston and Carroll 
(1994), Lewin, Sakano, et at. (1995), Swanson (1995), Maignan and Ferrell (1999), CSR-Europe 
(2001), EIRIS (2001), Maignan (2001), EIRIS (2003), Maignan and Ferrell (2003), (2004) and others. 
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Islamic values and way of life for customers; fostering Islamic values and way of life 
for staff, helping to solve social problems like crime, poverty and social exclusion; 
and listening and responding to public view and concern. 
To ascertain which of these areas are perceived as more or less important, the 
respondents were asked to rate these CSR areas for Islamic bank to support according 
to the degree of importance, on a five-point Likert scale ranging from 1= not 
important at all to 5= very important. The null hypothesis reads: 
Ho: Stakeholders of Islamic banks in Malaysia apply equal importance to 
all areas of corporate social responsibility practices that Islamic 
banks have to support. 
Table 7.18: Friedman Test to Rank the Importance of the CSR Areas for 
Islamic Bank to Support 
Arithmetic Std. Mean Importance 
Mean Deviation Rank Rank 
Paying zakat and giving 
sadaqah consistently 
Listening to public view and 
concern 
Fostering Islamic values in 
staff 
Fair treatment to workers 
and applicants 
Fostering Islamic values in 
customers 
Worker's education and 
training 
Supporting charities and 
community projects 
Worker's health and safety 
Financing SMEs 
Providing affordable service 
to deprived areas 
Solving social problems 
Energy and water 
conservation 
Granting Interest-free loan 
(qard-al-hassan) 
Financing companies not 
violating human right 
Waste recycling policies 
Financing companies not 
harming environment 
4.5188 . 62344 10.71 1 
4.5181 . 61990 10.67 2 
4.4797 
. 61143 10.42 3 
4.4059 . 60204 9.88 4 
4.3594 . 70552 9.75 5 
4.2657 
. 64789 9.05 6 
4.2251 . 67250 8.84 7 
4.2118 
. 65911 8.67 8 
4.1365 . 74611 8.36 9 
4.1011 . 78818 8.26 10 
3.9764 
. 92449 7.75 11 
3.9011 . 86996 7.18 12 
3.8207 1.03749 7.17 13 
3.7815 . 95595 6.72 14 
3.7609 
. 91295 6.49 15 
3.6413 . 98800 6.06 16 
Note: Mean values - scoring: 1= not important at all; 5= very important 
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Table 7.19: Friedman's Test Statistics 
N 1379 
Chi-Square 3339.932 
df 
Asymp. Sig. 
14 
. 000 
The results in Table 7.18 indicate that stakeholders ranked `paying of zakah and 
giving of sadagah consistently' as the highest priority for Islamic banks to exert their 
social responsibilities. This result is expected since both zakah and sadaqah are 
natural outlooks of CSR in Islam (as stressed in Chapter 3 and 4). While zakah is a 
compulsory levy which constitutes one of the basic tenets in Islam, sadaqah on the 
other hand is a philanthropic contribution which is highly encouraged in Islam. Hence, 
as an institution operating within the ambit of Shari'ah, an Islamic bank inevitably 
needs to consistently pay zakah and contribute sadaqah as part of its social 
responsibilities to the society. On the other hand, the least important aspect of CSR 
for Islamic banks to support is `financing companies that do not hare: environment. ' 
Furthermore the corresponding Table 7.19 shows that the chi-square value (x2 = 
3339.932) is higher than the tabulated chi-square value (x2 = 23.69) at 0.05 
confidence interval; 14 degrees of freedom. The observed significance level p=0.000, 
is lower than the 0.05 confidence level, which implies that variations between the 
sixteen variables are likely to hold in the population. Thus we may infer that the 
ranking of importance among the dimensions of CSR for Islamic banks is statistically 
significant, thus the null hypothesis can be rejected. 
7.5.2 Factor Analysis: Dimensions of CSR of Islamic Banks 
The results in Table 7.19 above indicate some variation in the ranking of areas of CSR 
for the Islamic banks to support, which suggest that stakeholders of Islamic banks are 
able to differentiate between various types of social responsibilities as suggested in 
the following hypothesis: 
Ho: Stakeholders of Islamic banks in Malaysia are able to distinguish 
among the various dimensions of CSR that Islamic banks have to 
support. 
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To test this hypothesis, exploratory factor analysis was once again employed to 
explore whether stakeholders of Islamic banks could differentiate between each type 
of social responsibility. Following the procedure discussed earlier, all the necessary 
steps that are required prior to factor analysis were conducted and results are 
presented in Table 7.20. Using Bartlett's Test of Sphericity and the Kaiser-Meyer- 
O1kin Measure of Sampling Adequacy (KMO), the figures in Table 7.20 indicate that 
the results are statistically significant with KMO value of 0.852. Hence, this allows us 
to proceed with the factor analysis procedure. 
Table 7.20: KMO and Bartlett's Test Results for the 15 items of CSR 
combined 
Kaiser-Meyer-Olkin Measure of Sampling Adequacy. 
. 852 
Bartlett's Test of 
Sphericity 
Approx. Chi-Square 7698.116 
Df 120 
Sig. 
. 000 
In this procedure, the usual principal components analysis and Varimax orthogonal 
rotation were employed to explore respondents' feedback on the patterns of CSR 
areas. A factor loading of greater than 0.45 is considered significant. The results of 
the rotated factor matrix for sixteen items in the CSR practices are presented in Table 
7.21. ý 
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Table 7.21: Rotated Component Matrixa on CSR Dimensions of Islamic Banks 
Factor Communality 
of each 
1 2 3 4 Variable 
X12 Fostering Islamic values among 
. 775 663 customers . 
X13 Fostering Islamic values among staffs . 734 . 316 . 642 
X14 Solving social problems . 563 . 449 . 560 
X10 Supporting charities and community 
. 558 . 430 522 projects . 
X11 Paying zakat and sadaqah . 557 . 343 . 373 . 587 
X1s Listening to public view and concern . 497 . 332 
X Granting Interest free loans (Qard-al- 45 16 hasan) . 5 . 304 
X8 Financing SMEs 
. 757 . 635 
X7 Financing companies not violating 
. 692 472 720 human rights . . 
X Providing affordable service to deprived 9 . 368 . 600 . 500 areas 
X5 Waste recycling policies . 776 . 689 
X4 Energy and water conservation . 754 . 661 
X Financing companies not harming the 6 environment . 594 . 
606 
. 741 
xi Worker's health and safety . 723 . 614 
Fair treatment of workers and X 3 applicants . 714 . 586 
X2 Worker's education and training . 709 . 587 
EVb 2.801 2.265 2.181 2.094 
PVC 17.509 14.155 13.634 13.089 
CPVd 17.509 31.664 45.298 58.387 
Extraction Method: Principal Component Analysis. Rotation Method: Varimax with Kaiser Normalisation. 
a Rotation converged in 8 iterations d Cumulative Percentage of Variance 
b Eigenvalue explained 
c Percentage of variance explained 
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Variables: 
X, Worker's health and safety 
X2 Worker's education and training 
X3 Fair treatment to workers and applicants 
X. Ener and water conservation 
X5 Waste recycling policies 
X6 Financing companies not harming environment 
X7 Financing companies not violating human right 
X8 Financing SMEs 
X9 Providing affordable service to deprived areas 
X10 Su porting charities and community projects 
X Paying zakat and giving sada ah consistently 
X12 Fostering Islamic values upon customers 
Xi3 Fostering Islamic values upon staffs 
X14 Solving social problems 
XIS Listening to public view and concern 
X16 Granting Interest-free loans ard-al-hasan 
Finding and Analysis 
As indicated in Table 7.21, factor analysis on CSR of Islamic banks items extracted 
four underlying dimensions of CSR on the part of respondents. The four factor 
solutions explained a total of 58.39% of the variance, with Factor 1,2,3 and 4 
contributing 17.51%, 14.16%, 13.63% and 13.09% respectively. No instance of cross- 
loading over factors could be observed except, for factor X6 (financing companies not 
harming the environment) which has high loadings on both component 2 and 3. 
However, following recommendations made by Burns and Bush (2000), higher 
loadings of the two will be considered for further extraction. In addition, eigenvalue 
indicators fell within the recommended guidelines (Hair, Anderson et al. 1998). 
Based on the varimax rotation matrix results presented in Table 7.21, the first factor 
delineates a cluster of relationships among the following aspects of CSR; fostering 
Islamic values for customers'(X12), `fostering Islamic values for staffs'(X13), `paying 
zakah and sadagah'(X11), `supporting charities and community projects'(X10), `solving 
social problems'(X14), `listening to public view and concern'(X15) and `granting 
interest free loans (qard-al-hasan)' (X16). The nature of these highly loaded variables 
on this factor suggests that it can be named as a "Religious and Philanthropic 
dimension" of CSR. Since Factor I (Religious and philanthropic dimension) has a 
higher eigenvalue and variance (eigenvalue = 2.801, variance = 17.5%) it necessarily 
represents the most important CSR dimension of Islamic banks as compared to other 
dimensions. This result implies that the stakeholders of Islamic banks highly regard 
religious and philanthropic dimensions as the most important aspect of CSR in 
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Islamic banking. In particular, fostering Islamic values among staff and customers, 
paying zakah and sadaqah, and granting of interest-free loan are distinctive features of 
CSR of Islamic banks. Other philanthropic dimensions as widely acknowledged in the 
Western concept of CSR 167 like supporting charities and community projects, 
listening to public views and concerns and solving social problems. Combined 
together, this factor is regarded as the most important CSR dimensions that should be 
actively participated and pursued by Islamic banks. 
The second factor that was also considered important by the stakeholders for Islamic 
bank to support has the following high significant loadings: `financing SME. s'(XB), 
`financing companies that do not violate human rights'(X, ) and `providing affordable 
services to deprived areas'(X9). The nature of these highly loaded variables on this 
factor suggests that it can be named the "social inclusion and human rights 
dimensions" of CSR. This factor accounted for 14.2% of the total variance with an 
eigenvalue equal to 2.265. Hence, it is ranked as the second most important dimension 
of CSR of Islamic banks. 
The third factor defining areas of CSR of Islamic banks relates to `waste recycling 
policies'(XS), `energy and water conservation'(X4) and `financing companies that rlo 
not harm the environment'(X6). Clearly these variables relate to environmental aspects 
of CSR that have been widely acknowledged in the literature (Rondinelli and Berry 
2000; CSR-Europe 2001; EIRIS 2001,2003; Cordano, Frieze et al. 2004). Therefore, 
the suggested name for the factor is the "environmental dimension" of CSR. This 
factor accumulates 13.6% of the total variance and its eigenvalue is 2.18 1, hence was 
positioned third in the rank of CSR dimension of Islamic banks. The plausible reason 
to this is that, since the banking industry may only have an indirect implication to 
environmental issues, it is deemed as less of a priority than other areas. Having 
mentioned this, however, the environmental issues are still regarded as one of the 
important dimensions of CSR of Islamic banking in the sense that banks may still 
167 Western literature on CSR include these dimensions under the heading of philanthropic definition of 
CSR Carroll (1979), Wartick and Cochran (1985), Wood (1991), Pikston and Carroll (1994), Lewin, 
Sakano, et al. (1995), Swanson (1995), Maignan and Ferrell (1999), CSR-Europe (2001), EIRIS (2001), 
Maignan (2001), EIRIS (2003), Maignan and Ferrell (2003), (2004) 
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hold good environmental practices by means of incorporating environmental issues 
into their lcnding/financing policies as well as its day-to-day office operational 
practice (e. g. recycling policies). 
Finally, variables that loaded highly on the fourth factor were `workers' education 
and training'(XZ), `fair treatments to workers and new applicants'(X3) and `workers 
health and safety'(X, ). Apparently, these three variables relate to good human 
resource practices, thus, can be labelled as "human resource dimension" of CSR. The 
results of factor analysis ranked `human resource dimension' as the fourth important 
factor. Compared to other variables, this factor explains only 13.1% of the total 
variance for the variables in the data set. 
On the whole, these findings suggest that stakeholders could clearly distinguish the 
many dimensions of CSR. Therefore the null hypothesis cannot be rejected. In 
particular, the stakeholders appeared to clearly regroup CSR according to different 
dimensions and nature, notably "religious and philanthropic", "social inclusion and 
human rights", "environmental" and "human resource". This information provides 
better insights into how stakeholders perceived various CSR practices and how 
Islamic banks could strategise more effectively and efficiently on their CSR initiatives 
based on their stakeholders' expectations and perceptions. By taking into account 
various degrees of stakeholders' expectations, especially on multiple CSR dimensions, 
Islamic banks not only play an effective role in advancing the CSR concept in their 
banking operation, but also securing benefits for the widest constituency. 
7.5.3 Kruskall-Wallis Test: Comparing Stakeholder Groups' Perceptions 
Table 7.22 provides the results on the Kruskall-Wallis test to investigate whether any 
significant differences exist in the perceptions of multiple stakeholder groups towards 
the many dimensions of CSR practices for Islamic banks to support. The null 
hypothesis reads: 
Ha: There are no significant differences in the various stakeholder 
groups' opinion when distinguishing various dimensions of CSR that 
Islamic banks have to support. 
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Table 7.22: K-W Test Comparing the Mean Ranks of CSR dimensions amongst various 
stakeholder groups. 
Variable Stakeholder Groups N Mean Rank Chi S7uare Asymp. 
ý ý Sig. (p) 
Shariah Advisors 10 k7=879.00 
Depositors 380 k2=827.34 
Religious & Customers 364 k1=814.33 
Philanthropic Local Communities 279 k3=787.98 x2= 82.521 0.000 Dimensions Employees 334 k4=610.86 
Managers 100 k5=563.17 
Re ulators 25 k6=559.78 
Shariah Advisors 10 k7=1074.90 
Social Customers 361 k1=800.67 
Inclusion & Managers 99 k5=776.39 
Human Rights Local Communities 276 k3=763.81 x2 45.367 0.000 
Dimensions Depositors 378 k2=760.49 
Regulators 25 k6=745.92 
Employees 333 k4=616.59 
Shariah Advisors 10 k7=941.65 
Customers 360 k1=751.42 
Environmental Depositors 374 k2=751.17 
Dimensions Local Communities 277 k3=744.08 x2= 5.429 0.490 Employees 332 k4=720.03 
Managers 100 k5=707.08 
Re ulators 25 k6=649.90 
Employees 334 k4=883.11 
Managers 100 k5=829.76 
Human Shariah Advisors 10 ki=763.30 
Resource Customers 362 k1=721.63 x2= 63.515 0.000 
Dimensions Depositors 379 k2=693.32 
Local Communities 278 k3=657.51 
Regulators 25 k6=618.40 
The K-W Test above reveals that there is a significant disagreement among 
stakeholder groups pertaining to the degree of importance of 3 out of 4 dimensions of 
CSR practices that Islamic banks have to support. Except for `environmental 
dimensions', the chi-square values for the three other dimensions (x2 = range from 
45.367 to 82.521) are higher than the tabulated chi-square value, x2 =12.59 at 0.05 
confidence interval; 6 degrees of freedom. The observed significance level for the 
three variables is evidently lower than the 0.05 confidence level implying that the 
variations between the seven stakeholder groups in distinguishing the dimensions of 
CSR of Islamic banks are likely to hold in the population. Hence the null hypothesis 
can be rejected. 
The K-W Test results in Table 7.22 also shows that Shari'ah advisors were positioned 
at the highest mean rank for both `Religious and Philanthropic' and `Social Inclusion 
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and Human Rights' variables (k7=879.00, k7=1074.90 respectively), while employees 
scored the highest mean rank (k4=883.1 1) for the `Human Resource' variable. We can 
therefore conclude that, amongst the stakeholders, Shari'ah advisors are the most 
concerned group with respect to the `Religious and Philanthropic' and the `Social 
Inclusion and Human Rights' dimensions, while employees assigned highest priority 
to the `Human Resource' dimension when evaluating the CSR commitment of Islamic 
banks. 
This is expected since the Shari'ah advisors and employees are directly affected by 
the respective dimensions. The reasons are twofold: First, most of the CSR areas 
underlying both `Religious and Philanthropic' and `Social Inclusion and Human 
Rights' dimensions are distinctive features of social responsibility of Islamic banking 
which are also integral to the principles and values of Shari'ah. It is therefore 
expected that Shari'ah advisors whose responsibility is to oversee the practice of 
Islamic banks to be ranked highest amongst the stakeholder groups in perceiving the 
dimensions as important areas of CSR that Islamic banks have to support. Similarly 
the employees are the most affected people in any human resource management 
decision and hence it is not surprising that this stakeholder group is ranked highest in 
perceiving `Human Resource' as one of the important dimensions of CSR of Islamic 
banks. On the other hand, regulators are consistently ranked lowest in perceiving the 
dimension of CSR for Islamic banks to support. This further reinforces our earlier 
findings that regulators are not enthusiastic about any CSR initiatives of Islamic banks. 
Even though they do not discard the idea altogether, their perceived priorities are 
more towards the commercial viability of Islamic banks. 
7.5.4 Comparative Analysis across Different Respondents' Characteristics 
To further investigate whether different respondent groups in terms of their 
demographic profiles, namely age, education, income and gender have different 
opinions in perceiving the importance of various dimensions of CSR for Islamic 
banks to support, Tables 7.23 to 7.26 provide the results of the Kruskall-Wallis Test 
(K-W Test) and Mann-Whitney U-Test (U-Test). The null hypotheses for each of the 
CSR dimension, which will be analysed accordingly, are as follows: 
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Ho: k, =k: =k, =k, =ks; k6=k, =kd=k9=k, o=k,,; 
k, 2 =k, 3=k, a=k, 5, and u, =uz, 
Alternatively, 
H,: k, :ý k1#ks#k,,: A ks; k6: 0 k7o k8: A k9#k, o#kit; 
k12 k13 k14 
34- 
k15; and 1110 U2 
7.5.4.1 Religious and Philanthropic Dimension 
Table 7.23: K-W Test and U-Test Results Comparing the Mean Ranks of Religious and 
Philanthropic Dimension in terms of Age, Education, Income and Gender 
Variable Subgroup N Mean Rank z xz 
Asymp. 
Sig. W 
AGE: K-W Test: 
Below 20 65 k1=764.79 
20-30 591 k2=757.71 
x2= 5.639 0.228 31-40 477 k3=741.49 
41-50 273 k4=691.27 
Above 50 68 k5=693.38 
EDUCATION: K-W Test: 
Secondary or lower 480 k6=733.95 
Diploma/A-Level 353 k7=722.38 
Religious & Bachelor (first degree) 412 k6=718.50 x2= 5.952 0.311 
Philanthropic Professional Qualification 80 k9=762.88 
Dimensions Master or PhD 128 k1o=807.67 
Others 18 k11=829.11 
INCOME: K-W Test: 
RM1,000 & below 290 k12=728.99 
RM1,001-RM3,000 666 k13=696.61 x2= 17.539 0.001 
RM3,001-RM5,000 251 k14=607.48 
RM5,001& above 150 k15=623.85 
GENDER U-Test: 
Male 947 u1=739.46 z_ -. 065 0.948 
Female 532 u2=740.96 
As depicted by the results in Table 7.23, the significant differences of opinion about 
`Religious and Philanthropic Dimensions' only exist amongst the different income 
groups. The computed chi-square value of the K-W Test is higher (x2 = 17.539) than 
the tabulated chi-square value (x2 = 7.82), at 3 degrees of freedom. This statistic 
implies that the only null hypothesis to be rejected is k12 = k = k = k15. The 
differences in opinions are likely to be held in the population since the observed 
significance level is lower than the 0.05 confidence level. An investigation into the 
mean rank column reveals that respondents from the lower income group (RM3,000 
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and below) viewed religious and philanthropic responsibilities to be more important 
than the higher income groups. Hence this suggests that lower income groups are 
more likely to influence the practice of CSR of Islamic banks with respect to its 
religious and philanthropic responsibilities. 
7.5.4.2 Social Inclusion and Human Rights Dimension 
Table 7.24: K-W Test and U-Test Results Comparing the Mean Ranks of Social 
Inclusion and Human Rights Dimension in terms of Age, Education, Income and 
Gender 
Variable Subgroup N Mean Rank Z, x2 
Asymp. 
Si ) 
AGE: K-W Test: 
Below 20 65 k1=670.10 
20-30 589 k2=719.88 x2= 7.954 0.093 
31-40 474 k3=728.71 
41-50 270 k4=790.79 
Above 50 66 k5=695.35 
EDUCATION: K-W Test: 
Secondary or lower 477 k6=697.29 
Social Diploma/A-Level 349 k7=716.90 
Inclusion & Bachelor (first degree) 410 k8=726.47 x2 22.280 0.000 
Human Professional Qualification 80 k9=837.78 
Rights Master or PhD 127 k1o=858.63 
Dimensions Others 18 k11=625.75 
INCOME: K-W Test: 
RM1,000 & below 290 k12=656.62 
RM1,001-RM3,000 661 k13=669.10 x2= 15.549 0.001 
RM3,001-RM5,000 249 k14=640.62 
RM5,001& above 147 k15=786.88 
GENDER U-Test: 
Male 941 u1=735.53 :_ -0.065 0.948 
Female 528 112=734.06 
The results in Table 7.24 reveal that the sub-respondent groups with different 
educational backgrounds and income levels had different opinions concerning the 
`Social Inclusion and Human Rights' dimension of CSR for Islamic banks to support. 
These differences are likely to be held in the population since the observed 
significance level for respondent groups with different educational backgrounds and 
income levels are lower than the 0.05 confidence level. Hence we may reject the null 
hypotheses (k6 = k7= ks = k9= k, 0= k and k12 = k,, 3= k14 = k, 5 respectively). From the 
mean rank column, the results indicate that those with higher educational backgrounds 
(first degree and above) appear to support this dimension more than the lower 
educational respondent groups (Diploma and lower). Similarly, the higher income 
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earners (RM5,001 and above) view this dimension to be more important than the 
lower income earners. 
7.5.4.3 Environmental Dimension 
Table 7.25: K-W Test and U-Test Results Comparing the Mean Ranks of Environmental 
Dimension in terms of Age, Education, Income and Gender 
Variable Subgroup N Mean Rank z'2 
Asymp. 
Si ) 
AGE: K-W Test: 
Below 20 65 k1=710.97 
20-30 589 k2=711.83 2_ x-3.602 0.463 31-40 471 k3=733.63 
41-50 270 k4=757.98 
Above 50 65 k5=782.38 
EDUCATION: K-W Test: 
Secondary or lower 472 k6=743.91 
Diploma/A-Level 348 k7=695.07 
Environmental Bachelor (first degree) 411 k8=697.62 x2= 14.494 0.013 
Dimensions Professional Qualification 80 k9=771.27 
Master or PhD 128 k1o=829.61 
Others 18 k11=807.08 
INCOME: K-W Test: 
RM1,000 & below 288 k12=658.77 
RM1,001-RM3,000 659 k13=685.31 x2= 10.498 0.015 
RM3,001-RM5,000 248 k14=615.51 
RM5,001& above 148 k15=733.11 
GENDER U-Test: 
Male 937 u1=734.73 z= -0.213 0.831 
Female 528 u2=729.93 
Similarly, the results in Table 7.25 reveal that respondents with different educational 
backgrounds and income levels showed significant differences in their opinion on the 
`environmental' dimension of CSR for Islamic banks to support. The significance 
level for both education and income groups are reported lower than the 0.05 
confidence level, implying that the null hypotheses (k6 = k, = k3 = k9= k, o = k and k12 
= k13 = k14 = k15, respectively) can be rejected. The mean rank column also depicts 
similar trends as before, which shows respondents with higher educational 
backgrounds and income earnings are more concerned with environmental 
responsibilities for Islamic banks to support. 
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7.5.4.4 Human Resource Dimension 
Finding and Analysis 
Table 7.26: K-W Test and U-Test Results Comparing the Mean Ranks of Human 
Resource Dimension in terms of Age, Education, Income and Gender 
Variable Subgroup N Mean Rank z2 
Asymp. 
Sig. W 
AGE: K-W Test: 
Below 20 65 k1=654.32 
20-30 590 k2=732.12 2_ 
' 4.171 0.383 31-40 475 k3=757.39 
41-50 274 k4=724.98 
Above 50 66 k5=731.81 
EDUCATION: K-W Test: 
Secondary or lower 478 k6=757.68 
Diploma/A-Level 352 k7=733.88 
Human Bachelor (first degree) 411 k8=690.06 x2 8.229 0.144 
Resource Professional Qualification 80 k9=791.28 
Dimensions Master or PhD 128 kio=751.23 
Others 18 k11=733.89 
INCOME: K-W Test: 
RM1,000 & below 289 k12=624.46 
RM1,001-RM3,000 665 k13=698.25 x2 8.087 0.044 
RM3,001-RM5,000 250 k14=671.89 
RM5,001& above 149 k15=692.64 
GENDER U-Test: 
Male 943 u1=748.63 z= -1.328 0.184 
Female 532 u2=719.16 
Finally, the results shown in Table 7.26 indicate that only different income earning 
groups show significant differences in their opinion regarding the `Human Resource' 
dimension of CSR. The reported significant level (p=0.044) is lower than the 0.05 
confidence level, implying that the null hypothesis (k, 2 = k = k = k, 5) can be 
rejected. The mean rank column reveals that middle-class earning respondents 
(RM1,001-RM3,000) are most concerned about the human resources aspects of CSR 
of Islamic banks. 
In sum, as shown by the results in Table 7.23 to 7.26, respondents across age and 
gender were not likely to differ in their opinion towards various dimensions of CSR 
for Islamic banks to support. In contrast, while respondents with different educational 
levels showed some significant differences in their opinion of two out of four 
dimensions of CSR (namely `Social Inclusion and Human Rights' and 
`Environmental' dimensions), respondents with different income levels showed 
significant differences in all of the responsibilities that Islamic banks have to support. 
The results reveal that respondents with a relatively higher income and better 
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education perceive the respective dimensions to be more important than the 
perceptions of respondents with lower income and lower education. Hence, we may 
infer that only those who are better educated and earn a higher income are exposed to 
various aspects of CSR. These results suggest the need to inculcate awareness and 
enhance understanding of the population about CSR and various subjects and 
dimensions underlying the concept. To carve better public understanding, CSR should 
be promoted via the educational system as early as primary school, so that it can be 
better construed by all segments of society, irrespective of educational backgrounds 
and income levels. 
7.6 PERCEPTIONS OF VARIOUS ISSUES IN CSR 
As discussed in Chapter 2, the concept of CSR which has received much attention in 
the Western economy is not without polemics. In fact there arc many issues 
surrounding the concept, especially when it faces the question of how to actually 
operationalise the idea on the ground. Hence, the final section of this analysis 
attempts to examine the opinion of stakeholders of Islamic banks on issues that are 
frequently debated on the implementation of CSR, particularly with respect to the 
Islamic banking environment. 
7.6.1 Reputation, Sustainability and Competitiveness 
As discussed in previous chapters, there are many dissenting views with regards to 
consequences of implementing CSR. On one hand, there are opponents of CSR 
practices who anticipate that, CSR may incur additional costs and would jeopardise 
overall performance and sustainability of an organisation (Friedman 1996; Pikston 
and Carroll 1996; Henderson 2001). On the other hand, those who advocate the 
adoption of CSR policies strongly feel that such practices may instead, enhance 
reputation and subsequently enable companies to reap long-term strategic benefits of 
maintaining its legitimacy, competitiveness and sustainability in the market (Burke 
and Logsdon 1996; Lantos 2001; Porter and Kramer 2002; Johnson 2003; Snider, Hill 
et al. 2003). Hence, the study proposes the following hypotheses to be tested: 
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H9: There is no significant difference among various stakeholder groups 
of Islamic banks in Malaysia on the degree of disagreement 
regarding an issue that, being socially responsible is costly and not 
good for the sustainability of the bank. 
H10: There is no significant difference among various stakeholder groups 
of Islamic banks in Malaysia on the degree of disagreement 
regarding an issue that, being socially responsible is competitively 
disadvantageous to the Islamic bank 
H11: There is no significant difference among various stakeholder groups 
of Islamic banks in Malaysia on the degree of disagreement 
regarding an issue that, social responsibility and profit maximisation 
are two conflicting goals. 
H12: There is no significant difference among various stakeholder groups 
of Islamic banks in Malaysia on the degree of agreement regarding 
an issue that, social responsibility can enhance the reputation and 
public image of an Islamic bank. 
Drawing on the hypotheses above, the respondents were asked to express their 
opinion regarding issues on sustainability and performance implications of CSR to 
Islamic banks. The results are presented in Tables 7.27 to 7.29 below. 
Table 7.27: Respondents' Expectation towards CSR Practices of Islamic Banks 
Statement N Mean Std. Score* Deviation 
Kruskall-Wallis Test 
Chi- df Level of Square significance 
I CSR is costly and not good for 
sustainability 
2 CSR is competitively 
disadvantageous 
3 Social Responsibility and profit 
maximisation are two conflicting 
goals 
4 CSR can enhance the reputation 
and public image of an Islamic 
bank 
1451 2.5024 1.03549 9.138 6 . 166 
1435 2.3819 . 97483 4.149 6 . 656 
1448 3.1312 1.11566 43.844 6 . 000 
1456 4.2019 . 73715 5.760 6 . 451 
Note: *1= strongly disagree; 5= strongly agree 
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Table 7.28: Ranks among Stakeholder Groups' Opinion 
Statement 1: 
"CSR is costly and not good for 
sustainabilitýl' 
Statement 2: 
"CSR is competitively 
disadvantageous" 
Statement 3 
"Social Responsibility & Profit 
Maximisation are 2 conflicting goals" 
Statement 4 
"CSR can enhance reputation and 
public image of an Islamic bank" 
Respondent Group N Mean Rank 
Managers 98 769.08 
Depositors 365 747.15 
Customers 352 735.11 
Local Communities 276 730.74 
Employees 327 687.68 
Regulators 24 618.81 
Shariah Advisors 9 575.22 
Total 1451 
Local Communities 274 735.48 
Depositors 366 728.23 
Managers 96 728.05 
Customers 346 714.29 
Employees 320 702.23 
Regulators 24 647.08 
Shariah Advisors 9 555.11 
Total 1435 
Customers 354 755.23 
Local Communities 274 754.05 
Employees 326 742.34 
Depositors 362 733.00 
Managers 99 535.62 
Regulators 24 490.25 
Shariah Advisors 9 330.67 
Total 1448 
Shariah Advisors 10 813.30 
Local Communities 276 752.40 
Customers 350 744.60 
Depositors 369 728.80 
Managers 99 702.81 
Employees 328 702.49 
Regulators 24 640.46 
Total 1456 
The results in Table 7.27 reveal that, no significant differences can be traced among 
various stakeholder groups of Islamic banks concerning the three statements, 
Statement 1,2 and 4. There is only a significant difference at 0.05 levels in the 
expectations across different responding stakeholder groups regarding Statement 3. 
The chi-square value for Statement 3 (x2 = 43.844) is higher than the tabulated chi- 
square value x2 = 12.59 at 0.05 confidence interval and 6 degrees of freedom, while 
for Statements 1,2 and 4 (x2 = 9.138, x2 = 4.149 and x2 = 5.760 respectively) 
reported a lower chi-square value. Thus, we may reject hypotheses H11 but accept H9, 
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H1o and H12 respectively. To delineate the pattern of response more clearly, the 
frequency results are presented in Table 7.29 below. 
Table 7.29: Frequencies Table: Degree of Agreement on CSR Issues 
Degree of Value Statement I Statement 2 Statement 3 Statement 4 
Agreement (%) (%) (%) (%) 
Strongly 1 10.8 12.4 5.6 .9 Disagree 
Disagree 2 53.8 57.0 31.3 2.6 
Cumulative % 64.6 69.4 36.9 3.5 
Agree 4 16.4 13.4 38.7 56.6 
Strongly Agree 5 4.6 3.3 8.4 34.0 
Cumulative % 21 16.7 47.1 90.6 
Neutral 3 14.4 13.9 16.0 5.9 
Mean Value 2.5024 2.3819 3.1312 4.2019 
Median Value 2234 
Mode Value 2244 
Std. Deviation 1.03549 
. 
97483 1.11566 
. 
73715 
The results in Table 7.29, suggest that respondents seem to hold a consistent view 
pertaining to various statements posed to them about issues concerning sustainability 
and performance implications of CSR to Islamic banks. From Table 7.29, the mean 
for Statement I is 2.5024 while the median is 2. It implies in general, the respondents 
disagreed with the view that, CSR is costly and not good for sustainability of the bank. 
It is shown from the table that the majority of the respondents (65%) tended to 
disagree with the statement. Another 21% agreed with the statement, while the 
remaining 14% of the respondents were indifferent. Considering the relatively low 
standard deviation (1.04) associated with this statement, it is believed that a 
conclusion based solely on the mean score is adequate to measure the degree of 
agreement among the respondents. This is further confirmed by the result obtained in 
Table 7.27 above, where no significant differences were observed among the 
stakeholder groups on the statement. Therefore, it can be deduced that stakeholders of 
Islamic banks are in consensus that CSR is not costly and may instead provide a 
source for long-term sustainability of the bank in the market. 
To investigate whether there is a consistency in responses, Statement 2 was posed to 
further determine the perception of respondents on whether CSR may jeopardise a 
competitive niche of Islamic banking. Table 7.29 reveals similar patterns of responses. 
The majority (69%) of the respondents disagreed that, being socially responsible is 
competitively disadvantageous to Islamic banks. Comparing the results obtained in 
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Table 7.27, there is no significant disagreement among various stakeholder groups on 
the issue. With mean scores of 2.3819 and low standard deviation of 0.97483, it 
implies a strong disagreement among the respondents on the statements. The results 
presented in Table 7.29 suggest a large number of respondents may have subscribed 
to similar attitudes of CSR proponents 168 who staunchly believe that, business 
organisation should incorporate CSR in the strategic-business planning to maximise 
`licence to operate' in order to satisfy their multiple stakeholders to stay in business. 
Additionally, Statement 3 examines perception of stakeholders regarding a 
conflicting nature between social responsibility and profit maximisation goals. From 
Table 7.29, there is a spectrum of views regarding the conflicting nature of the two 
goals. The mean score for statement 3 is 3.1312 with standard deviation of 1.11566 
while the median score is 3. Thirty-seven percent of the respondents disagreed that 
social responsibility and profit maximisation are two conflicting goals, while 47% 
agreed with the statements. Another 16% were considered as neutral. Examining the 
Kruskall-Wallis test result also reveals that there is a significant difference in the 
opinion of the seven stakeholder groups. This particular result is not surprising since 
there have been long conflicting expectations among the scholars themselves (both in 
capitalist and Muslim scholars alike) towards the nature of business organisation's 
responsibilities. On the one hand, people are constantly reminded that, businesses are 
profit-making organisations, thus profit maximisation, according to some is the only 
acceptable objective for managing a business enterprise 1G9. On the other hand, a 
growing CSR movement began to gather force which demanded companies 
demonstrated their concern not just in traditional economic intent and profit making 
performance but also in their social, environmental and ethical performance. 
Consequently, firms have started to discover that their interests will be jeopardised in 
the long-run if they do not take social factors into account, i. e. the social 
responsibility aspects of business. 
168 See for example similar arguments forwarded by the proponents pf CSR like Burke and Logsdon 
(1996); Quester and Thompson (2001); Windsor (2001); Lantos (2001 and 2002); Johnson (2003); 
Husted (2003); Greenfield (2004); Garriga and Mele (2004); and others) 
167 As discussed in Chapter 2 and 3, this position is taken by scholars like Friedman, 1996; Marshall, 
1993; Ismail, 2002; and others. 
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Furthermore, in an attempt to reconcile the general concern about the conflicting 
nature of CSR and profit making activities, another school of thought emerged in 
legitimising CSR by introducing what is known as `strategic CSR' 170. In particular the 
proponents of this CSR school of thought believe that social responsibility can 
enhance the reputation and public image of a business enterprise. This, in turn, would 
increase the long-term standing of a firm in the market, in terms of profitability, 
viability and sustainability. Accordingly, the study intends to elicit opinion of 
multiple stakeholder groups on CSR's potential in boosting the reputation and public 
image of Islamic banking institutions. Hence, Statement 4 states "Social 
responsibility can enhance reputation and public image of an Islamic bank". The 
result in Table 7.29 clearly indicates that a high percentage of respondents (91%) 
agreed that "social responsibility can enhance the reputation and public image of an 
Islamic bank". A high mean of 4.2019 and low standard deviation 0.73715 also 
implies a strong consensus has been reached by the respondents on the statement. 
In addition, the results in Table 7.27 reveal that there is no significant difference in 
the opinion of seven stakeholder groups regarding this statement. Apparently, the 
result supports the assertion made earlier by exponents of strategic CSR such as 
Waddock and Graves 1997; Key and Popkin, 1998; Ruf, Muralidhar et al. 2001; 
Lantos, 2001 and 2002; Quester and Thompson, 2001; Cox, Brammer et at. 2004; and 
others. This finding reinforces the need for Islamic banks to be seriously engaged with 
CSR activities by carefully strategise CSR initiatives and incorporating them into 
their corporate strategy, planning and marketing. 
7.6.2 CSR as a Source of Comparative Advantage for Islamic Banks 
Undoubtedly, there are many advantages that Islamic banking as a business enterprise 
may reap through its commitment to CSR as proclaimed by the CSR proponents and 
also agreed by the majority of stakeholder as previously indicated. In addition, Islamic 
banks are expected to show a higher level of social responsibility than their 
conventional counterparts since they are ultimately based on Shari'ah. In other words, 
170 See for example Waddock and Graves 1997; Key and Popkin, 1998; Ruf, Muralidhar et al. 2001; 
Quester and Thompson, 2001; Cox, Brammer et al. 2004; and others. 
215 
Chapter 7 Finding and Analysis 
a firm governed by the spirit and principles of Shari'ah should always be socially 
responsible regardless of any economic consequences. To gauge the opinion of 
stakeholders about this issue, the study proposes the following hypotheses to be tested. 
H13: There is no significant difference among various stakeholder groups 
of Islamic banks in Malaysia on the degree of agreement that, 
Islamic banks must show a higher level of social responsibility 
compared to conventional banks. 
H14: There is no significant difference among various stakeholder groups 
of Islamic banks in Malaysia on the degree of agreement that, 
Islamic banks should commit to social responsibility regardless of 
economic consequences since they are ultimately based on the 
Islamic principles or Shari'ah. 
Table 7.30 presents the descriptive statistics and the results of non-parametric 
Kruskal-Wallis test. 
Table 7.30: Stakeholders' Expectation towards CSR Practices of Islamic Banks 
Statement N 
I Islamic banks must show a higher 
level of social responsibility 
compared to conventional banks 
Mean Std. 
Score* Deviation 
1473 4.1595 
2 Islamic banks should commit to 
social responsibility regardless of 
the economic consequences since 1469 4.2682 
they are based on the Islamic 
principles of Shari ah 
Note: *1= strongly disagree; 5= strongly agree 
Kruskall-Wallis Test 
Chi- df Level of Square significance 
. 86505 19.381 6 . 004 
. 77877 72.324 6 . 000 
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Table 7.31: Ranks among Stakeholder Groups' Opinion 
Statement 1: 
"Islamic banks must show a higher 
level of social responsibility compared 
to conventional banks" 
Statement 2: 
"Islamic banks should commit to 
social responsibility regardless the 
economic consequences since they 
are based on the Islamic principles of 
Shari'ah" 
Respondent Group N Mean Rank 
Shariah Advisors 10 829.80 
Depositors 372 777.50 
Customers 361 754.56 
Local Communities 278 742.72 
Employees 331 705.46 
Managers 97 645.90 
Regulators 24 543.38 
Total 1473 
Customers 357 798.70 
Depositors 372 792.96 
Shariah Advisors 10 787.45 
Local Communities 276 757.30 
Employees 331 660.68 
Regulators 24 574.81 
Managers 99 507.35 
Total 1469 
Finding and Analysis 
The results reveal that there are significant differences (at 0.05 levels) in the 
expectations across different responding stakeholder groups regarding practice of 
CSR of Islamic banks. The significance level was 0.004 and 0.001 for Statement I 
and 2 respectively, which are less than the required alpha level of 0.05. This suggests 
that there are differences in expectations across stakeholder groups of Islamic banks 
pertaining to Statement I and 2. Hence, we may reject hypotheses H13 and H14 
respectively. An inspection of the mean rank table (Table 7.31) reveals that, the 
Shari'ah advisors showed the highest degree of agreement towards Statement 1, with 
the regulators reporting the lowest. As for Statement 2, the customers showed the 
highest degree of agreement while managers showed the lowest. To provide better 
insights, the extent to which stakeholders have agreed in each statement is tabulated in 
Table 7.32. 
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Table 7.32: Frequencies Table: Degree of Agreement on CSR Issues 
Degree of Value Statement I Statement 2 Agreement (%) (%) 
Strongly 1 10 8 Disagree 
Disagree 2 6.9 3.9 
Cumulative % 7.9 4.8 
Agree 4 51.6 50.6 
Strongly Agree 5 36.7 40.9 
Cumulative % 88.3 91.5 
Neutral 3 3.8 3.7 
Mean Value 4.1595 4.2682 
Median Value 44 
Mode Value 44 
Std. Deviation 
. 
86505 
. 
77877 
The results in Table 7.32 clearly indicate that vast majority (88%) of the responding 
stakeholders were either agree or strongly agree with Statement 1. Only 8% of the 
respondents disagreed with the statements while another 4% remain neutral or 
indifferent. A high mean of 4.1595 and low standard deviation 0.86505 implies a 
strong consensus has been reached among the respondents on the statement. Moreover, 
Table 7.32 also reveals a similar pattern of response on Statement 2, where the 
majority of them (92%) expected that Islamic banks are committed to CSR regardless 
of economic consequences, since they often claim their operations are ultimately 
based on Shari'ah principles. Only a small percentage (5%) disagreed with Statement 
2, while the remaining 4% was indifferent. These results reinforce the importance of 
CSR which is deeply inscribed in Islam and thereby, binding on Islamic banking 
institution since its operation entirely works within the parameter prescribed by 
principles and philosophy of Shari'ah. This is consistent with the assertions made by 
Islamic banking theoreticians such as Chapra (1985); Haron (1995; 2000a); Ahmad 
(2000), Haron and Hashim (2003); and Rosly and Bakar (2003) who firmly believe 
that, there is much more to Islamic banking than solely focusing on profit 
maximisation like any conventional institutions do. Instead they have to incorporate 
social responsibility components in their operation with the ultimate aim of serving 
the society as whole. 
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7.6.3 Mann-Whitney U-Test 
Furthermore, it is hypothesised that, stakeholders who rated highly on their level of 
agreement to the two statements would be those who have proclaimed their 
willingness to support Islamic banks with a higher degree of CSR. The U-Test results 
as depicted in Table 7.33 seem to support this expectation. Since the U-test is a two- 
tailed test, the null and alternative hypotheses are stated as follows: 
Hp: ll, = ill and 113 = Ua, 
Alternatively, 
H,: [l, #a2and113#l[4 
Where it,, 112,113, and u4, represents the mean ranks (mean degree of importance) 
Statement 1 and 2, for both stakeholders who are willing and unwilling to support 
Islamic bank perceived as having a higher level of CSR commitment respectively. 
Table 7.33: Mann-Whitney U-Test of Association between Statements 1&2 and 
Support for CSR 
Variable 
Support 
Islamic 
Banks N 
with 
CSR? 
Mean U Value z Probability Rank value (2-tailed) 
Statement I 
"Islamic banks must show a Yes 1328 u, = 332.05 
higher level of social 
responsibility compared to 
conventional banks" No 29 U2 = 686.58 
Statement 2 
"Islamic banks should commit Yes 1322 U3 = 681.10 
to social responsibility 
regardless the economic 
consequences since they are No 30 U4 = 473.73 based on the Islamic principles 
of Shari'ah" 
9194.5 -5.371 . 000 
13747.0 -3.222 . 001 
From Table 7.33 above, it is evident that stakeholders who indicate their willingness 
to support Islamic bank with high level of CSR commitment have higher mean scores 
for the Statement 1 and 2 which implies that they strongly agree with the two 
statements than those who decline to support Islamic banks. The z values are -5.371 
and -3.222 respectively which are obviously higher than the critical value of 20.025 = 
1.96. Hence, the null hypotheses that ul = u2 and u3 = u4 are rejected. These variations 
in mean ranks are also likely to hold in the population, since the observed 
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probabilities (0.000 and 0.001 respectively) are lower than the 0.05 significant levels. 
Therefore, it can be inferred that, only stakcholdcrs who support CSR commitment of 
Islamic banks had strongly agreed with the Statement 1 and 2. 
The above results reinforce our argument that, Islamic banks should adopt CSR 
policies in their operation and decision making in order to reap comparative 
advantage in competing with conventional banks, especially in the dual-systems co- 
existing together like the case of Malaysia. These findings prove that Islamic banks 
operating side by side with a relatively more established conventional bank may still 
create its own niche in the market for both pious Muslims and non-Muslim alike who 
are not only committed in avoiding interest but also concern for high ethical and 
socially responsible practice of banking institutions. By effectively and efficiently be 
involved in CSR activities, Islamic banks may inevitably generate valuable resources 
in terms of reputation, long-term standing, and loyalty from various stakeholders. This 
in turn may prove beneficial in the long-run for Islamic banks to reap the benefits of 
brand enhancement, differentiation, goodwill, quality workforce retention and 
ultimately profitability and sustainability as proposed by the previous studies (see for 
example, Murray and Vogel, 1997; Turban and Greening, 1997; Greening and Turban, 
2000; CSR Europe, 2001; Lantos, 2001,2002; O'Brien, 2001; Davies 2003; and 
others). 
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7.7 SUMMARY AND CONCLUSION 
This chapter has provided a comprehensive analysis on results of the survey which 
was conducted on multiple stakeholders of Islamic banks in Malaysia. The following 
summarises the major findings from the analysis which have been conducted 
throughout this chapter: 
" The majority of stakeholders highly regard Islamic banks as institutions with 
distinctive characteristics distinguishing them from their conventional 
counterparts. In particular the majority of respondents view Islamic banks as 
having dual-purposes; realising both social and economic objectives. 
" Regulators and Shari'ah Advisors were more concerned with commercial 
viability of Islamic banking aspects especially in a dual-banking system like 
Malaysia. Nevertheless, they do not totally disregard other fundamental 
aspects of social objectives and practices of Islamic banks. 
" Customers, depositors and local communities were relatively more concerned 
with social objectives than commercial objectives of Islamic banks. This may 
be attributed to the predominant thinking in the existing Malayian society who 
views Islamic banking as an Islamic enterprise that should prioritise the social 
needs of the society rather than emphasising more on profit maximisation 
doctrine. 
" Factor analysis on banking selection criteria also reveals that CSR is 
considered as one of the dominant criteria on the stakeholders' patronage 
decision. Respondents from different ages, genders and educational groups are 
homogeneously influenced by CSR factors in their banking selection decisions. 
However, respondents who are strongly influenced by the CSR factor are more 
likely to be those who are relatively lower income earners (RM3,000 and 
below). 
" There are mixed results of various stakeholder groups' indications to behave 
towards Islamic banks that intend to cease CSR activities. The majority of 
customers, depositors, local communities and Shari'ah advisors indicated their 
disapproval while a slim majority of managers, employees and regulators 
indicated their consent towards the decision. The differences may be attributed 
221 
Chapter 7 Finding and Analysis 
to different expectations in terms of priorities that Islamic banks should 
assume especially in maintaining their viability and sustainability in the 
prevailing stiff market competition. 
" Stakeholders were also able to distinguish among the many dimensions of 
CSR initiatives. In particular, most respondents assigned the highest priority to 
the `Religious and philanthropic' dimension of CSR for Islamic bank to 
support. 
" Stakeholders also perceived the potential of CSR as a tool that can enhance 
reputation as well as a source for comparative advantage in which Islamic 
banks may reap the long-term goodwill, success and sustainability. 
Overall, the results of analyses presented in this chapter, in many ways, suggest that 
stakeholders of Islamic banks show some positive perceptions and attitudes towards 
CSR of Islamic banking. In particular, various results indicate that stakeholders are 
willing to support the practice of CSR in Islamic banking. However, there is a need to 
clearly illuminate the understanding of CSR amongst various stakeholder groups, 
especially to those who are more concerned with viability, sustainability and 
competitiveness of Islamic banks in a dual-banking system county like Malaysia. 
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Chapter 8 
Conclusion and Research Implication 
8.1 SUMMARY OF THE RESEARCH 
Overall, this research constitutes a preliminary attempt at gaining a holistic and 
integrated understanding of CSR doctrine both from an Islamic theoretical perspective 
and the empirical evidence of multiple stakeholders' perspectives. 
In general, the Islamic perspective on CSR stands in stark contrast to many Western 
philosophical constructs and theoretical justification of CSR, since it takes social 
responsibility in a holistic view that ultimately grounds Muslims' moral and ethical 
judgement to Shari'ah. Chapter 3 thoroughly examined the Islamic position on CSR 
in the light of the God-consciousness (taqwa) paradigm, the objectives of Shari'ah 
(Magäsid as-Shari'ah) and the principles of public interest (maslahah). The 
implications of these principles are imperative insofar as the CSR issue is perceived 
by Islam in an integrated and dynamic way, taking into consideration the reality and 
ever changing circumstances. 
Islam, via the concept of vicegerency (khalrfah) envisages business firms as stewards 
or caretakers, not just of shareholders' financial resources, but also of society's 
economic resources, holding their property in trust for the benefit of society as a 
whole and ultimately attaining the blessing from God. This implies an ineluctable 
need for firms to instil good CSR practices in their business conducts embracing 
issues such as environmental practices, occupational safety, philanthropic 
contributions, and socially beneficial and harmless activities and initiatives. Put 
differently, God-consciousness paradigm inspires a firm to always operate in a good 
and socially responsible manner regardless the financial consequences. Failure to do 
so tantamount to betrayal to God's will, with all the attending consequences in this 
world and in the hereafter. Additionally, the understanding of objectives of Shari'ah 
and the principles Maslahah reinforce the importance of CSR. It sheds light on how to 
effectively manage ever conflicting interests among stakeholders over time and space, 
especially with respect to many issues surrounding the implementation of CSR. 
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Chapter 4 continues to argue the relevance of CSR as a globally accepted practice to 
Islamic banks. The Islamic banking system has an in-built dimension that promotes 
social responsibility, as it resides within a financial trajectory underpinned by the 
forces of Shari'ah injunctions. These Shari'ah injunctions interweave Islamic 
financial transactions with genuine concern for ethically and socially responsible 
activities at the same time as prohibiting involvement in illegal activities which are 
detrimental to social and environmental well-being. There are fundamental 
differences between Islamic banking and conventional banking, not only in the ways 
they practise their business, but above all the values which guide Islamic banking 
whole operation and outlook. The values as prevailed within the ambit of Shari'ah are 
expressed not only in the minutiae of its transactions, but in the breadth of its role in 
society. This demands the internalisation of Shari'ah principles on Islamic financial 
transactions, in its form, spirit and substance. By so doing, it epitomises the objectives 
of Shari'ah in promoting economic and social justice. 
To further investigate whether stakeholders of Islamic banks truly subscribe to the 
idea of CSR, the study provides empirical evidence based on a survey which was 
conducted on seven stakeholder groups (customers, depositors, local communities, 
managers, employees, regulators and Shari'ah advisors) of two fully fledged Islamic 
banks in Malaysia, namely BIMB and BMMB. Overall, the findings revealed that 
stakeholders of Islamic banks in Malaysia have generally positive views of CSR. One 
of the most important reflections of their positive attitude is that CSR factors are 
evidenced as one of the important criteria in their banking selection decisions. 
Respondents across age, gender and education levels were homogeneously influenced 
by the CSR criteria, while respondents with higher income earnings did not fully 
subscribe to the notion that CSR is one of the dominant criteria in their patronage 
decisions. This may be partly explained by the prevalence of individualistic thinking 
among the wealthier groups in Malaysia entrenched in the dominant Western 
worldview. 
Among the stakeholder groups, customers and depositors have consistently ranked 
higher than other stakeholders in perceiving CSR as an important initiative to be 
pursued by Islamic banks. This implies that Islamic banks operating in a competitive 
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dual-system like Malaysia can still create their own niche in the market for those who 
are committed and concerned with socially responsible and ethical banking. While the 
general perceptions and attitudes of stakeholders in Malaysia are positive and 
receptive towards CSR initiatives, there is also some indication that managers, 
regulators and Shari'ah advisors assign higher priorities to commercial viability and 
sustainability of Islamic banks. This is not surprising since these groups are relatively 
more experienced and directly exposed to the actual scenario relating to stiff market 
competition in the dual-banking system. Perhaps it is not that these stakeholder 
groups do not care about CSR, but rather that they care and are concerned more about 
the bank's ability to compete, especially for Islamic banks which are still struggling to 
position themselves among the more established conventional banking system. 
8.2 RESEARCH IMPLICATIONS 
Since this research study is the first attempt to discuss CSR from an Islamic 
perspective, it produces both theoretical justification and empirical data which might 
have some practical relevance for the field of Islamic banking. Accordingly, this 
section reviews the implications of this study in several respects: 
8.2.1 Implications for Knowledge 
The present study fills an important gap in both CSR and Islamic banking literature. 
First, the primary contribution of this study is that, it offers an instructive 
understanding of CSR from an Islamic perspective. This work is essentially important 
since social responsibility is deeply inscribed in Islam and hence should be embedded 
in all Shari'ah oriented firms especially Islamic banks. Second, the study provides a 
comprehensive survey on CSR from diverse stakeholder groups' perceptions, namely 
customers, depositors, managers, employees, regulators, Shari'ah advisors and local 
communities of Islamic banks. This attempt departs from the previous studies 
investigating stakeholders' perceptions towards CSR, but is restrictive in terms of the 
limited number of stakeholder categories considered. Third, the study of CSR practice 
from an emerging economy like Malaysia will substantially add a new dimension to 
the literature. This is because previous studies had predominantly focused on a more 
developed economy like North America and European nations. Apart from presenting 
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an up-to-date picture of CSR in an emerging economy, it is the first study of its kind 
to employ a rigorous methodology in exploring the perceptions of respondents with a 
substantial sample population taken from various stakeholder groups. 
8.2.2 Implications for Islamic Banks 
It has always been recognised that Islamic financial institutions face a daunting task in 
building stakeholder allegiance and promoting customer and employee retention, 
especially in a dual-banking system country like Malaysia. Drawing from the positive 
response of the empirical part of this study, Islamic banks should embrace CSR 
policies in order to reap its potential as a strategic tool to achieve competitive 
advantage. Among key benefits of CSR for Islamic banks include enhanced reputation, 
customer retention and employee motivation. Indeed, Islamic banking should 
endeavour to be the epicentre in the financial galaxy of promoting good CSR 
practices. In this respect, an assimilation of CSR and other Islamic ideals in fulfilling 
stakeholders' expectations deserves utmost consideration as it represents a 
fundamental difference between Islamic and conventional banking, and has the 
potential to propel Islamic banking to greater heights in securing stakeholders' 
recognition and acceptance. Another important aspect is to strategically market such 
an initiative through rigorous publicity, not only to attract potential customers, but 
also to serve as an effective tool for educating the public about CSR. 
8.2.3 Implications for Practitioners 
This study may benefit entrepreneurs who need specific moral rules or principles in 
exercising greater social responsibility. The discussion on the objectives of Shari'ah 
and the principles of maslahah provides adequate ethical guidance to executives and 
entrepreneurs who must decide which courses to pursue and how much to commit to 
them. The framework of maslahah can assist them in managing ever emerging 
conflict of expectations of diverse stakeholders about corporate responsibilities more 
effectively and efficiently. Moreover, by understanding the principles of harm 
prevention embedded in the framework of maslahah, they in fact can make better 
choices when faced with situations that involve trade-offs. Additionally, by examining 
the various stakeholder perceptions toward CSR, businesses have better knowledge 
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about the concrete responsibility initiative that they ought to adopt to appeal to 
diverse stakeholder groups. An understanding of stakeholders' expectations of CSR is 
essentially important for developing and implementing CSR programmes. 
8.2.4 Implications for Policy Makers 
For policy makers, this study suggests the importance of CSR training programmes to 
educate people about CSR best practices. These programmes could promote better 
understanding among the public of why CSR is important, how it could benefit the 
community as a whole, and eliminate misconceptions that may arise in implementing 
CSR. Furthermore CSR education should be incorporated into the national curriculum 
to instil awareness at the very young age. As mentioned in this study, since 
stakeholders do have the power to affect corporate behaviour, it is important to 
inculcate CSR understanding at the early stage of education. This will eventually 
generate public awareness about the crucial importance of ensuring justice and virtues 
as imbued in CSR in all human endeavours and affairs, and hence create a generation 
that highly regards social responsibility and ethical behaviours of business. 
The findings of this study also call for relevant authorities such as Bank Negara 
Malaysia to develop a concrete and unambiguous definition of CSR for Islamic banks, 
thereby facilitating the shift from contemplation to the action stage. This includes 
providing framework and guidelines on best CSR practices for Islamic banks to 
pursue. This enables the concept to be more effectively and efficiently operationalised 
within the Islamic banking community. To encourage good CSR practices, it is 
deemed appropriate for regulators and Shari'ah advisors to incorporate a social audit 
into the existing financial and Shari'ah audit. Such an attempt may indirectly 
necessitate banks to produce more information on their CSR engagements and 
initiatives. Making such information more available helps multiple stakeholder groups 
assessing of af irm's CSR commitment more meaningful, as it enlightens the extent of 
Islamic banks' commitment in realising both their economic and social objectives. 
Other initiatives include introducing a social performance index and tax benefit or 
incentives that can motivate various parties and sectors to be actively involved in CSR. 
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Such moves could enhance the level of participation and support by the private 
sectors other than Islamic banks towards a more equitable and just society. 
8.3 LIMITATIONS AND FUTURE RESEARCH 
Despite our efforts to provide an instructive conceptualisation of CSR from an Islamic 
perspective and examine it from multiple stakeholders' perceptions, the research is 
not without its limitations. The fact that existing conceptualisations of CSR and its 
various dimensions were imposed on respondents probably represents the first and 
foremost limitation of the study. Respondents had to rate the importance of different 
responsibilities that had been defined and classified beforehand. This partly reflects 
the inherent limitation of close-ended questionnaires which amount to "putting words 
into respondent's mouth". Thus, the findings report stakeholders' perceptions of 
certain pre-defined corporate responsibilities and hence, do not describe stakeholders' 
own definitions of these responsibilities. When questioned about corporate 
responsibilities in an unaided manner, stakeholders may or may not mention each of 
the different types of responsibilities considered in this study. In addition, the 
different behaviours defining each type of responsibility were also imposed onto 
consumers. These caveats call for qualitative inquiries examining how stakeholders 
actually define (1) CSR in general, (2) CSR in Islamic perspectives, (3) the areas of 
CSR relevant and significant to Islamic banking practice, and (4) stakeholders and 
corporate behaviours significant of each type of responsibility. 
Secondly, the present research has also focused on stakeholders' overall intention to 
actively support responsible businesses, but did not establish any link between intent 
and actual behaviour. In other words, the present research could not casually conclude 
that stakeholders reporting support of CSR might actually be translated into actual 
purchase, investment or patronage behaviour. Hence, future research efforts may want 
to expand the empirical study by providing actual figures on investments, sales or 
financing relating to CSR, expenses incurred on environmental practices, total number 
of donations given, community services, scholarships, and other relevant data in 
addition to the survey results of respondents' attitudes. This data would enable the 
researcher to employ more rigorous multivariate analysis techniques such as 
regressions in providing a more comprehensive picture of CSR practices and their 
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impact on the bank's overall performance. This may produce some useful insights and 
provide guidance to Islamic banking business on how to best plan corporate behaviour 
for the best impact upon stakeholders. 
Thirdly, stakeholders were assumed to know about the social responsibility 
achievements and initiatives of Islamic banks when they might actually have had little 
awareness of such achievements and initiatives. Accordingly, future research could 
first determine to what extent stakeholders were aware of the social responsibility 
records of a particular bank understudy. 
Finally the survey was limited to the two fully-fledged Islamic banks in Malaysia. 
Thus, we cannot generalise our results to conventional banks that also provide Islamic 
banking and finance counters. Thus, future research may consider comprehensively 
examining the perceptions of stakeholders of both fully-fledged Islamic banks and 
conventional banks. Such a research endeavour may provide a basis for comparative 
analysis as to what extent Islamic banks actually practise CSR compared to 
conventional banks. 
Despite its many caveats, this study has yielded preliminary evidence revealing that 
CSR may induce stakeholder goodwill and support towards the Islamic banks in 
Malaysia. Because our studies represent preliminary forays into the Islamic 
perspectives of CSR both from a theoretical and empirical viewpoint, they naturally 
possess the aforementioned limitations. However, as one of the first studies in this 
area, we believe that our findings create substantial opportunities for further research. 
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  Loughborough 
University 
Department of Economics, Loughborough University 
Loughborough, Leicestershire 
LE11 3TU ENGLAND 
E-mail: A. W. Dusuki c lboro. ac. uk 
A Survey of 
Stakeholders' Perceptions on 
SOCIAL RESPONSIBILITY OF 
ISLAMIC BANKS 
General Instructions and Information 
1. All individual responses to this questionnaire will be kept STRICTLY 
CONFIDENTIAL. 
2. Please do not worry about questions that seemingly look alike. If you do not 
have the exact answer to a question, please provide your best judgement by 
ticking the appropriate boxes in the questions. Your answers are very 
important to the accuracy of the study. 
3. If you wish to make any comment, please feel free to use the space at the 
end of the questionnaire. 
Please return the completed questionnaire in the enclosed self-address, stamped envelope before 
For Office Use Only: 
Date of Interview/Questionnaire Returned: 
_/2004 
Bank's Branch Code: 
Time of Interview: A. M. /P. M. Respondent Number: I 
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(Please tick ('f) in an appropriate box) 
ý 
1. How much do you agree with the following statements? 
Strongly Disagree Do not Agree Strongly 
Disagree know Agree 
" Islamic banking was introduced Q Q Q Q Q 
because Muslims are prohibited from 
associating themselves with the 
element of interest as practised by 
conventional banking. 
" The Profit-Loss-Sharing principle is the Q Q Q Q Q 
only principle representing a true spirit 
of Islamic banking system 
" Entrepreneurs by associating Q Q Q Q Q 
themselves with Islamic banks will 
become more ethical in conducting 
their business. 
" Islamic banking products and services Q Q Q Q Q 
available in Malaysia are similar to the 
products and services of conventional 
banks, except that the banks use 
different names to highlight their 
products. 
" Islamic banking is not about competing Q Q Q Q Q 
on price, but rather in stressing the 
unique quality of products and services 
they provide 
" Islamic banking must adopt a profit Q Q Q Q Q 
maximisation principle in order to 
survive in the competitive business 
environment. 
" Social welfare issues should be left to Q Q Q Q Q 
the government and other non-profit 
organisation, not Islamic banks. 
" The goal of Islamic banks is not limited Q Q Q Q Q 
to maximisation of shareholders' 
wealth, but also includes enhancement 
of the standard of living and welfare of 
the community. 
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2. What should be the objectives of Islamic banking operation? 
Not Not No Important Most 
Important Important Opinion Important 
at All 
" Maximising profits Q Q Q Q Q 
" Contributing to social welfare of the Q Q Q Q Q 
community 
" Alleviating poverty Q Q Q Q Q 
" Promoting sustainable development Q Q Q Q Q 
projects 
" Minimising costs of operations Q Q Q Q Q 
" Enhancing product and service Q Q Q Q Q 
quality 
" Offering viable and competitive Q Q Q Q Q 
financial products 
" Promoting Islamic values and way of Q Q Q Q Q 
life towards their staff, clients and 
general public 
" Others - (Please specify): Q Q Q Q Q 
3. When making a judgement about Islamic bank, which of the following factors are 
you consider as important? 
Not 
Important 
At All 
Not 
Important 
No 
Opinion 
Important Very 
Important 
" Financial product price Q Q Q Q Q 
" Customer service quality (e. g. fast 
and efficient service) 
Q Q Q Q Q 
" Convenience (e. g. available parking 
space, interior comfort) 
Q Q Q Q Q 
" Location being near home or work Q Q Q Q Q 
" Friendly personnel Q Q Q Q Q 
" Knowledgeable and competence 
personnel 
Q Q Q Q Q 
" Islamic working environment Q Q Q Q Q 
" Economic and Financial Reputation Q Q Q Q Q 
" Respect for Human Rights Q Q Q Q Q 
" Islamic reputation and image Q Q Q Q Q 
" Involvement in the Community (e. g. 
giving donations, offering scholarship 
Q Q Q Q Q 
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Not Not No Important Very 
Important Important Opinion Important 
At All 
" Environmental practice and impact Q Q Q Q Q 
" Others (Please specify): Q Q Q Q Q 
(Please tick ('i) in an appropriate box) 
ý 
4. Are you aware of the social responsibilities of Islamic banks? 
Q Highly Aware 
Q Aware 
Q Not Sure 
Q Not Aware 
Q Not Aware At All 
5. In your opinion, which are important areas for Islamic bank to support? 
Not Not No Important Very 
important Important Opinion Important 
At All 
  Protecting the health and safety of Q Q Q Q Q 
its workers 
" Investing in education and training Q Q Q Q Q 
for staffs 
  Treating all employees and job Q Q Q Q Q 
applicants fairly (no 
discrimination) 
" Conserving energy and water Q Q Q Q Q 
consumption in banking premises 
" Adopting waste recycling policies Q Q Q Q Q 
  Financing companies that do not Q Q Q Q Q 
harm the environment 
" Financing companies that do not Q Q Q Q Q 
violate human rights 
  Financing small and medium size Q Q Q Q Q 
enterprises 
  Providing affordable financial Q Q Q Q Q 
services to the deprived areas 
" Supporting charities and Q Q Q Q Q 
community projects 
" Paying zakah and giving sadaqah Q Q Q Q Q 
consistently 
  Fostering Islamic values and way Q Q Q Q Q 
of life upon customers 
  Fostering Islamic values and way Q Q Q Q Q 
of life upon staffs 
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Not Not No Important Very 
important Important Opinion Important 
At All 
" Helping to solve social problems Q Q Q Q Q 
like crime, poverty and social 
exclusion. 
" Granting Interest-free loans (qard- Q Q Q Q Q 
al-hassan) 
" Others: (Please specify): Q Q Q Q Q 
(Please tick (') in an appropriate box) 
1 [sJI 
6. When forming a decision about buying a product or service from Islamic bank, how 
important is it to you that the Islamic bank shows commitment to social 
responsibility? 
Q Very Important 
Q Important 
Q Do not bother/do not care 
Q Not important 
Q Not important at all 
7. Are you satisfied with your bank's social responsibility performance? 
Q Very satisfied 
Q Satisfied 
Q Do not know 
Q Not satisfied 
Q Not satisfied at all 
8. How much do you agree with the following statements? 
Strongly Disagree Do not Agree Strongly 
Disagree know Agree 
  Being socially responsible is costly and Q Q Q Q Q 
not good for sustainability of the bank. 
  Being socially responsible is Q O O Q Q 
competitively disadvantageous to the 
Islamic bank. 
" Social responsibility and profit Q Q Q Q Q 
maximisation are two conflicting goals. 
" Social responsibility can enhance the O Q O Q Q 
reputation and public image of an 
Islamic bank. 
" Islamic banks must show a higher level O Q Q Q Q 
of social responsibility compared to 
conventional banks (non-Islamic 
banks). 
" Islamic banks should commit to social O O O Q Q 
responsibility regardless of the 
economic consequences since they 
are based on thelslamic principles of 
Shariah. 
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9. What is your general comments/suggestion for the Islamic bank to improve on its 
social responsibility commitment? 
................................................... _.................. _.................. _.................................................................................................... _.................. _........................................... 
................................................... _.................. _.................. _................................................. _...................................... _................................................. _....................... 
........................................................................................... _..................................................................... _..................................................................... _....................... 
........................................................................................................................................ _... _..................................................................... _............................................ 
............................................................................................................................................. _.................. _............................. _.................. _............................................ 
IMPORTANT NOTES: Question 10: To be Answered by Depositors or Customers; 
Question 11: To be Answered by Managers and Employees; Question 12: To be 
Answered by Shari'ah Advisors and Regulators; and Question 13,14,15 & 16 by Local 
communities 
Depositors and Customers of Islamic Banks Answer the following question 10: 
10. If an Islamic bank stopped giving charity, donations and other social responsibility 
commitments in order to concentrate on making profits and maintaining its 
competitiveness in the market, would you: 
Q Withdraw all deposits from the Islamic bank and switch to another bank that was 
highly regarded as socially responsible. 
Q Send a letter of protest 
Q Feel happy since it may signal an increment to the returns that you will receive 
on your investment/savings deposits for the coming years. 
Q Agree with the decision since the Islamic bank must be able to compete with 
other banks and remain sustainable and viable. 
Q Do not care since it does not directly affect you 
Managers and Employees of Islamic Banks Answer the following question 11: 
11. If an Islamic bank stopped giving charity, donations and commits with other social 
responsibility roles in order to concentrate on making profits and maintaining its 
competitiveness in the market, would you: 
Q Pass on a petition to the top management to revoke the decision. 
Q Feel dissatisfied and be less motivated to work hard 
Q Feel happy since it may signal an increment to the bonus that you will receive for 
the coming years. 
Q Agree with the decision since the Islamic bank must be able to compete with 
other banks and remain sustainable and viable. 
Q Do not care since it does not directly affect you 
Shari'ah Advisors and Regulators of Islamic Banks Answer the following question 12: 
12. If an Islamic bank stopped giving charity, donations and commits with other social 
responsibility roles in order to concentrate on making profits and maintaining Its 
competitiveness in the market, would you: 
Q Advise the top management to revoke the decision. 
Q Rate the bank negatively since it did not adhere to the true spirit of Shariah. 
Q Agree with the decision since the Islamic bank must be able to compete with 
other banks and remain sustainable and viable. 
Q Do not care since it does not directly affect you 
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Local Communities of Islamic Banks answer the following question 13,14,15 & 16: 
13. If an Islamic bank stopped giving charity, donations and other social responsibility 
commitments in order to concentrate on making profits and maintaining its 
competitiveness in the market, would you: 
Q Have a negative impression towards the Islamic bank who was supposed to 
adhere to the Islamic principles and exemplify a higher standard of social 
responsibility practice. 
Q Send a letter of protest. 
Q Have a positive impression since it may signal an increment to the returns that 
depositors will receive on their investment/savings deposits for the coming years. 
Q Agree with the decision since the Islamic bank must be able to compete with 
other banks and remain sustainable and viable. 
Q Do not care since it does not directly affect you 
14. Are you satisfied with the social responsibility performance of your present bank? 
Q Very satisfied 
Q Satisfied 
QI do not care /I do not bother 
Q Not satisfied 
Q Not satisfied at all 
Q Do not know 
15. If the Islamic bank shows a high standard of social responsibility commitment, 
would you switch from your current bank to the Islamic bank? 
Q Absolutely 
Q May be 
Q Definitely no, because it doesn't suit my interest 
Q Do not know 
"" "- " 
(Please tick (-\I) in an appropriate box) 
16. Gender: 
Q Male Q Female 
17. Age: 
Q Below 20 
Q 20 - 30 
Q 31 -40 
18. Marital Status: 
Q Single 
19. Race: 
Q Malay 
Q Chinese 
Q Indian 
Q 41 -50 
Q Above 50 
Q Married 
Q Others - (Please specify) 
20. Religion 
Q Islam Q Hindu 
Q Christian Q Others - (Please specify) Q Buddha 
21. Which is the following can best describe your education level: 
Q Primary/Secondary School Q Professional Qualification 
Q College Diploma/Matriculation/A- Q Postgraduate (Master or PhD) 
Level Q Others (Please Specify): 
Q Bachelor (First Degree) 
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22. Working experience: 
Q Less than 1 year 
Q 1-5 years 
23. Monthly Income: 
Q RM 1,000 and below 
Q RM 1,001 - RM 3,000 
Q RM 3,001 - RM 5,000 
24. Occupation: 
Q Manager/Executive 
Q Professional (lawyer, engineer, 
accountant, doctor etc. ) 
Q Academicians 
Q Housewife 
Q Student 
Q 6-10 years 
Q More than 10 years 
Q RM 5,001 - RM 10,000 Q RM 10,001 - RM 20,000 
Q More than RM 20,000 
Q Merchants/Businessman 
Q Farmer 
Q Unemployed 
Q Retired 
Q Others - (Please specify) 
25. How long have you been a depositor/customer of this Islamic bank? 
(NOTES: ONLY Customers or Depositors of Islamic Banks should answer this question) 
Q Less than 1 year Q3 to less than 5 years 
Q1 to less than 3 years Q More than 5 years 
26. Do you have account in other banks? 
Q Yes Q No 
27. What kind of banking facilities have you used with the Islamic bank? 
r-i 
Q 
Current account 
Saving account 
Investment account 
Home financing 
Vehicle financing 
Education financing 
Personal financing 
Credit card/charge card 
Working capital financing 
Q Trade financing (e. g. letter 
of credit, Islamic bills, export 
credit financing etc. ) 
Corporate banking facilities 
(e. g. project financing, 
bonds, leasing, commercial 
papers, etc. ) 
Others (Please specify) 
O 
El 
Thank you for taking the time to complete this questionnaire. 
Your assistance in providing this information is very much appreciated. 
If there is anything else you would like to tell us about this survey or other comments you wish 
to make that you think may help us to understand the operation of Islamic Banks and issues 
arising thereof, please do so in the space provided below. 
.......................................................................... _.............................................................................. _.......................................................... _............................. _......................................... 
.................................................................................................................. _.................................................................................................. _................................................................. ....... 
........................................ ...................................................... _................................................................................................................................................................................................ 
...................................................................................................................................... _........................................................................................................................................................ 
.......................................................................................................................................................... _................................................................... _......................................................... _.... 
........ .................................. ...... .............................................................................................................................................................................................................................. ........... ....... 
.......................................... .................................................................................................................................... _.......................................................................................................... _.... 
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Department of Economics 
Loughborough University Leicestershire LE11 3TU UK 
Switchboard: +44 (0)1509 263171 Department:. +44 (0)1509 222701 
  Loughborough 
University 
12 May 2004 
ý"LS jJ 4I` jj ? SýIc ýý1. W11 
Dear Sir/Madam, 
We are currently conducting a PhD research project about Corporate Social 
Responsibility of Islamic Banks in Malaysia Our main objective is to analyse the 
multi-dimensional perspectives of different stakeholders of Islamic banks on the 
issues pertaining to corporate social responsibility. Our targeted respondents are (1) 
Regulators (Bank Negara Malaysia), (2) Syariah Advisors of Islamic banks (3) 
Branch Managers, (4) Employees, (5) Depositors, (6) Customers and (7) Local 
Communities. 
We would be very grateful if you could spare some of your valuable time to fill in this 
questionnaire. Your participation will provide invaluable input vital to the success of 
this study and for further development of Islamic banking in Malaysia. 
All information will be treated as highly CONFIDENTIAL and used for academic 
purposes only. If you would like a summary of result please write your e-mail address 
on the enclosed questionnaire. 
Your cooperation is very much appreciated. 
Thank you. 
Yours faithfully, 
Asyraf Wajdi Dusuki 
Principal Researcher 
Department of Economics, Loughborough University 
Loughborough, Leicestershire, LE 11 3TU 
United Kingdom 
Email: A. W. Dusuki(Iboro. ac. uk 
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výl. r ý cly 
BankMuam. alai (Bank Muamalat Malaysia Berhad) (6175-W) 
Our Ref: CSD/HODS/040507 
07 19ý, 2004 
To 
Managers and Staff 
BANK MUAMALAT MALAYSIA BERHAD 
PERDANKAN 
ISLAM 
Dear Sirs 
ASYRAF WAJDI DATO' DUSUKI 
The abovementioned is a student preparing for his PhDs thesis. He would like to 
conduct a survey / interview with the Managers and staff of the Bank. 
Kindly extend your cooperation to him but please ensure the confidentiality of our 
customers' information. 
Thank you. 
Yours faithfully 
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Dear Colleagues 
Asslamualaikum Warahmatullah. 
Progresi f, Pro f esionul & Mesra 
Academic Research on Corporate Social Responsibility of Islamic Banks 
at Bank Islam Malaysia Berhad ( BIMB ) 
En. Asyraf Wajdi Dato' Dusuki is conducting his Phd research on Corporate Social 
Responsibility of Islamic Banks. He had chosen BIMB as the role model for the 
purpose. He will be distributing survey forms, e-mail as well as phone-interview 
from May 25,2004 to July 25,2004. 
Would very much appreciate it if you / your staff could render the necessary 
assistance to enable him to complete the project. 
Should you need further clarification, please do not hesitate to contact the 
undersigned or En. Khaireel Amri at 603-26910920 or email at 
traininq@bankislam. com. my. 
Wassalam 
KHODIR ALI 
Senior Manager 
Training & Development, Human Resources 
Bank Islam Malaysia Berhad (No. 98127"X) 
Tirgkat 14, Danil Takaful; Jalan Sultan Ismail, Peti Surat 11080,5073» KUALA LUMPUR. 
Tel: 0.3-26935566,27112930 Telex: M'L"A 31783,31785 Cable : BANKISMA KUALA LUMPUR Fax: 03.2693 7C62,2692'15; 
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Appendix 5D 
Cronbach's Alpha Test: Item-Total Statistics 
Scale Mean if 
Item Deleted 
Scale 
Variance if 
Item Deleted 
Corrected 
Item-Total 
Correlation 
Cronbach's 
Alpha if Item 
Deleted 
Profit Maximisation 
Objective 233.6630 313.048 . 136 . 897 
Social Welfare objective 233.2752 310.516 . 293 . 895 Poverty Alleviation 
objective 233.4275 307.639 . 338 . 894 
Sustainable development 
objective 233.3546 308.748 . 386 . 894 
Minimising cost operation 
objective 233.6233 309.259 . 284 . 895 
Product and Service quality 
objective 232.9474 311.261 . 302 . 895 
Offerring viable product 
objectve 232.9861 310.886 . 306 . 895 
Promoting Islamic values 232.9566 309.731 . 328 . 895 Profit maximisation to 
survive 233.5309 308.826 . 261 . 895 
Government role for social 
welfare 235.2512 321.588 -. 116 . 901 
Enhancing std living of the 
community 233.2936 308.317 . 379 . 894 
Entrepreneur more ethical 
in business 233.5337 306.205 . 385 . 894 
Muslims prohibited from 
interest 233.1625 309.044 . 308 . 895 
PLS a true spirit of Islamic 
banking 233.5743 306.646 . 312 . 895 
Unique quality of product & 
services 233.4229 307.154 . 372 . 894 
Different name similar 
product 234.8938 316.638 . 005 . 901 
Product price factor 233.5328 309.364 
. 315 . 895 Service quality factor 232.9594 310.009 
. 419 . 894 Convenience factor 233.2632 307.041 . 430 . 893 Location factor 233.8338 305.958 . 316 . 895 Friendly personnel factor 233.0406 307.753 . 503 . 893 Knowledgeable and 
competence factor 232.9935 308.317 . 475 . 893 
Islamic working 
environment factor 233.2392 304.818 . 487 . 893 
Economic reputation factor 
233.1616 306.568 
. 506 . 893 
Human rights factor 233.2392 305.474 
. 528 . 893 Islamic reputation and 
image factor 233.0203 306.458 . 513 . 893 
Involve in community factor 
233.3564 305.864 
. 459 . 893 
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Environmental practice 
factor 
Social responsibility to 
Depositor 
Social responsibility to 
Shareholder 
Social responsibility to 
Customer 
Social responsibility to 
Manager 
Social responsibility to 
Employee 
Social responsibility to 
Regulator 
Social responsibility to 
Local community 
Social responsibility to 
Shariah Advisors 
Worker's health and safety 
Worker's education and 
training 
Fair treatment to workers 
and applicants 
Energy and water 
conservation 
Waste recycling policies 
Financing companies not 
harming environment 
Financing companies not 
violating human right 
Financing SMEs 
Providing affordable service 
to deprived areas 
Supporting charities and 
community projects 
Paying zakat and sadaqah 
Fostering Islamic values 
among customers 
Fostering Islamic values 
among staffs 
Solving social problems 
Lisening to public view and 
concern 
Higher level CR compared 
to conventional 
Commit to SR because of 
Shariah 
Not doing enough in charity 
Interest free loan 
SR is costly and not good 
for sustainability 
233.5429 
233.2779 
233.3721 
233.1708 
233.6279 
233.3536 
233.6427 
233.3481 
233.4995 
233.3343 
233.2770 
233.1219 
233.6288 
233.7645 
233.9040 
233.7452 
233.4007 
233.4460 
233.3121 
233.0332 
233.1847 
233.0609 
233.5780 
233.0332 
233.3758 
233.2669 
234.7876 
233.7184 
235.0997 
303.540 
308.023 
307.165 
307.739 
306.018 
307.818 
305.566 
306.281 
304.134 
307.970 
308.801 
308.290 
305.014 
303.713 
302.582 
302.449 
307.407 
306.563 
307.113 
308.077 
305.441 
307.115 
302.118 
308.762 
306.427 
306.883 
313.916 
307.737 
319.443 
. 
491 
. 430 
. 436 
. 493 
. 411 
. 422 
. 403 
. 494 
. 486 
. 440 
. 410 
. 477 
. 429 
. 441 
. 437 
. 459 
. 410 
. 404 
. 484 
. 458 
. 515 
. 512 
. 481 
. 420 
. 369 
. 407 
. 102 
. 265 
-. 056 
. 893 
. 894 
. 893 
. 893 
. 894 
. 894 
. 894 
. 893 
. 893 
. 894 
. 894 
. 893 
. 893 
. 893 
. 893 
. 893 
. 894 
. 894 
. 893 
. 893 
. 893 
. 893 
. 893 
. 894 
. 894 
. 894 
. 898 
. 896 
. 900 
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SR is competitively 
disadvantageous 235.2345 319.642 -. 062 . 900 
SR & PM are 2 conflicting 
goals 234.4488 
314.201 . 075 . 899 
SR can enhance reputation 233.3084 309.683 . 324 . 895 
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Appendix 6A 
Cross-Tabulation of Respondent's Age by Marital Status 
Marital status 
sin le married 
Total 
Age Below 20 Count 58 5 63 
Row % 92.1 7.9 100.0 
Column % 12.9 .5 
4.3 
Total % 4.0 .3 4.3 
20-30 Count 354 230 584 
Row % 60.6 39.4 100.0 
Column % 78.8 22.7 40.0 
Total % 24.2 15.8 40.0 
31-40 Count 29 444 473 
Row % 6.1 93.9 100.0 
Column % 6.5 43.9 32.4 
Total % 2.0 30.4 32.4 
41-50 Count 7 264 271 
Row % 2.6 97.4 100.0 
Column % 1.6 26.1 18.6 
Total % .5 18.1 18.6 
Above 50 Count 1 68 69 
Row % 1.4 98.6 100.0 
Column % 
.2 6.7 4.7 
Total % .1 4.7 4.7 
Total Count 449 1011 1460 
Row % 30.8 69.2 100.0 
Column % 100.0 100.0 100.0 
Total % 30.8 69.2 100.0 
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Appendix 6B 
Cross-Tabulation of Respondent's Age by Education Level 
Education level 
College 
Primary Diploma/ Postgrad. 
/Sec. Matric. / Prof. (Master/ Total 
School A-level Bachelor Quali 
. PhD) 
Others 
Age Below 20 Count 32 23 7 0 1 2 65 
Row % 49.2 35.4 10.8 .0 1.5 3.1 100.0 
Column % 6.7 6.5 1.7 .0 .8 11.1 4.4 
Total % 2.2 1.6 .5 .0 .1 .1 4.4 
20-30 Count 143 142 233 24 37 9 588 
Row % 24.3 24.1 39.6 4.1 6.3 1.5 100.0 
Column % 29.8 40.3 56.6 30.0 28.9 50.0 40.0 
Total % 9.7 9.7 15.9 1.6 2.5 .6 40.0 
31-40 Count 176 110 109 32 46 4 477 
Row % 36.9 23.1 22.9 6.7 9.6 .8 100.0 
Column % 36.7 31.3 26.5 40.0 35.9 22.2 32.4 
Total % 12.0 7.5 7.4 2.2 3.1 .3 32.4 
41-50 Count 98 66 55 20 31 1 271 
Row % 36.2 24.4 20.3 7.4 11.4 .4 100.0 
Column % 20.4 18.8 13.3 25.0 24.2 5.6 18.4 
Total % 6.7 4.5 3.7 1.4 2.1 .1 18.4 
Above 50 Count 31 11 8 4 13 2 69 
Row % 44.9 15.9 11.6 5.8 18.8 2.9 100.0 
Column % 6.5 3.1 1.9 5.0 10.2 11.1 4.7 
Total % 2.1 .7 .5 .3 .9 .1 4.7 
Total Count 480 352 412 80 128 18 1470 
Row % 32.7 23.9 28.0 5.4 8.7 1.2 100.0 
Column % 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Total % 32.7 23.9 28.0 5.4 8.7 1.2 100.0 
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Appendix 6C 
Distribution of Households by Monthly Gross Malaysian Household Income, 1995 and 
1999 (%) 
Income Class 1995 1999 
(RM) (%) (%) 
499 and below 10.6 6.0 
500 - 999 23.9 
19.0 
1,000 - 1,499 19.9 
18.8 
1,500 - 1,999 13.1 
13.9 
2,000 - 2,499 8.9 
10.1 
2,500 - 2,999 6.1 
7.3 
3,000 - 3,499 
4.2 5.7 
3,500 - 3,999 
2.8 3.9 
4,000 - 4,999 
3.8 5.5 
5,000 and above 6.7 9.8 
Total 100.0 100.0 
Mean Income (RM) 2,020 2,472 
Median Income (RM) 1,377 1,704 
Source: EPU (2001), Eight Malaysia Plan 2001 - 2005, Economic Planning Unit, Prime Minister's Department 
Malaysia. 
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Appendix 6D 
Cross-Tabulation of Customers and Depositors' Monthly Income by Period of being 
Islamic Banks' Customers and Depositors 
Period of being a IB customer 
1- less 3- less 
less than than 3 than 5 more than 
1 year years years ,5 years 
Monthly less than Count 
income RM1,000 
Row % 
Column % 
Total % 
RM1,000- Count 
RM3,000 
Row % 
Column 
Total % 
RM3,001- Count 
RM5,000 
Row % 
Column 
Total % 
RM5,001- Count 
RM10,000 
Row % 
Column 
Total % 
RM10,001- Count 
RM20,000 
Row % 
Column % 
Total % 
more than Count 
RM20,000 
Total 
Row % 
Column 
Total % 
Count 
Row % 
Column % 
Total % 
62 
39.7 
48.4 
9.3 
49 
15.5 
38.3 
7.4 
7 
6.3 
5.5 
1.1 
9 
14.1 
39 
25.0 
19.2 
5.9 
119 
37.7 
58.6 
17.9 
28 
25.0 
13.8 
4.2 
16 
25.0 
7.0 7.9 
1.4 2.4 
00 
.0, .0 
.0 
.0 
1 
14.3 
.0 
.0 
1 
14.3 
.8 
.2 
128 
19.2 
100.0 
19.2 
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.5 
.2 
203 
30.5 
100.0 
30.5 
33 22 
21.2 14.1 
23.2 11.5 
5.0 3.3 
65 83 
20.6 26.3 
45.8 43.2 
9.8 12.5 
25 52 
22.3 46.4 
17.6 27.1 
3.8 7.8 
13 26 
20.3 40.6 
9.2 13.5 
2.0 3.9 
37 
30.0 70.0 
2.1 3.6 
.51.1 
32 
42.9 28.6 
2.1 1.0 
.51 .3 
142 192 
21.4 28.9 
100.0 100.0 
21.4 28.9 
Total 
156 
100.0 
23.5 
23.5 
316 
100.0 
47.5 
47.5 
112 
100.0 
16.8 
16.8 
64 
100.0 
9.6 
9.6 
10 
100.0 
1.5 
1.5 
7 
100.0 
1.1 
1.1 
665 
100.0 
100.0 
100.0 
Appendix 6E 
Cross-Tabulation of Local Communities' Age by Education Level 
Educatio n level 
College 
Primary Diploma/ Bachelor Postgrad. 
/Second Matric/ (first Prof. (Master Total 
School A-level degree) Qualif. or PhD) Others 
Age Below Count 15 12 3 0 0 1 31 
20 
Row % 48.4 38.7 9.7 .0 .0 
3.2 100.0 
Column % 16.5 19.0 3.2 .0 .0 50.0 11.2 
Total % 5.4 4.3 1.1 .0 .0 .4 
11.2 
20-30 Count 19 28 71 4 7 0 129 
Row % 14.7 21.7 55.0 3.1 5.4 .0 100.0 
Column % 20.9 44.4 75.5 36.4 46.7 .0 46.7 
Total % 6.9 10.1 25.7 1.4 2.5 .0 46.7 
31-40 Count 27 12 12 6 5 0 62 
Row % 43.5 19.4 19.4 9.7 8.1 .0 100.0 
Column % 29.7 19.0 12.8 54.5 33.3 .0 22.5 
Total % 9.8 4.3 4.3 2.2 1.8 .0 22.5 
41-50 Count 21 9 7 1 1 0 39 
Row % 53.8 23.1 17.9 2.6 2.6 .0 100.0 
Column % 23.1 14.3 7.4 9.1 6.7 .0 14.1 
Total % 7.6 3.3 2.5 .4 .4 .0 
14.1 
Above Count 9 2 1 0 2 1 15 
50 
Row % 60.0 13.3 6.7 .0 13.3 6.7 100.0 
Column % 9.9 3.2 1.1 .0 13.3 50.0 5.4 
Total % 3.3 .7 .4 .0 .7 .4 
5.4 
Total Count 91 63 94 11 15 2 276 
Row % 33.0 22.8 34.1 4.0 5.4 .7 
100.0 
Column % 100.0 100.0 100.0 100.0 100.0 100.0 100.0 
Total % 33.0 22.8 34.1 4.0 5.4 .7 100.0 
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Appendix 6F 
Cross-Tabulation of Local Communities' Age by Monthly Income 
onthly income 
less than RM1,000- RM3,001- RM5,001- RM10,001- Total 
RM1,000 RM3,000 RM5,000 RM10,000 RM20,000 
Age Below 20 Count 12 1 0 0 1 14 
Row % 85.7 7.1 .0 .0 7.1 100.0 
Column % 13.5 1.0 .0 .0 25.0 6.0 
Total % 5.2 .4 .0 .0 .4 6.0 
20-30 Count 60 39 5 2 0 106 
Row % 56.6 36.8 4.7 1.9 .0 100.0 
Column % 67.4 38.2 19.2 16.7 .0 45.5 
Total % 25.8 16.7 2.1 .9 .0 45.5 
31-40 Count 12 30 12 6 1 61 
Row % 19.7 49.2 19.7 9.8 1.6 100.0 
Column % 13.5 29.4 46.2 50.0 25.0 26.2 
Total % 5.2 12.9 5.2 2.6 .4 26.2 
41-50 Count 2 25 6 3 1 37 
Row % 5.4 67.6 16.2 8.1 2.7 100.0 
Column % 2.2 24.5 23.1 25.0 25.0 15.9 
Total % .9 
10.7 2.6 1.3 .4 15.9 
Above 50 Count 3 7 3 1 1 15 
Row % 20.0 46.7 20.0 6.7 6.7 100.0 
Column % 3.4 6.9 11.5 8.3 25.0 6.4 
Total % 1.3 3.0 1.3 .4 .4 6.4 
Total Count 89 102 26 12 4 233 
Row % 38.2 43.8 11.2 5.2 1.7 100.0 
Column % 100.0 100.0 100.0 100.0 100.0 100.0 
Total % 38.2 43.8 11.2 5.2 1.7 100.0 
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Appendix 6G 
Cross-Tabulation of Manager's Age by Marital Status 
Age 20-30 Count 
Row % 
Column % 
Total % 
31-40 Count 
Row % 
Column % 
Total % 
41-50 Count 
Row % 
Column % 
Total % 
Above 50 Count 
Row % 
Column % 
Total % 
Total Count 
Row % 
Column % 
Total % 
Marital status 
single 
0 
.0 
.0 
.0 
1 
2.4 
50.0 
1.0 
1 
1.9 
50.0 
1.0 
0 
.0 
.0 
.0 
2 
2.0 
100.0 
2.0 
Total 
2 
100.0 
2.0 
2.0 
42 
100.0 
42.0 
42.0 
52 
100.0 
52.0 
52.0 
4 
100.0 
4.0 
4.0 
100 
100.0 
100.0 
100.0 
married 
2 
100.0 
2.0 
2.0 
41 
97.6 
41.8 
41.0 
51 
98.1 
52.0 
51.0 
4 
100.0 
4.1 
4.0 
98 
98.0 
100.0 
98.0 
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Appendix 6H 
Cross-Tabulation of Manager's Age by Working Experience 
Age 20-30 Count 
Row % 
Column % 
1-5 years 
1 
50.0 
50.0 
Total % 
31-40 Count 
Row % 
Column % 
1.0 
1 
2.4 
50.0 
Total % 
41-50 Count 
Row % 
Column % 
1.0 
0 
.0 
.0 
Total % 
Above 50 Count 
Row % 
Column % 
.0 0 
.0 
.0 
Total % 
.0 
Total Count 2 
Row% 2.0 
Column % 
Total 
100.0 
2.0 
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Working experience 
6-10 years 
1 
more than 
10 years 
0 
50.0 
4.8 
1.0 
19 
46.3 
90.5 
19.2 
1 
1.9 
4.8 
1.0 
0 
.0 
.o 
.0 
21 
21.2 
100.0 
21.2 
.0 
.0 
.0 21 
51.2 
27.6 
21.2 
51 
98.1 
67.1 
51.5 
4 
100.0 
5.3 
4.0 
76 
76.8 
100.0 
76.8 
Total 
2 
100.0 
2.0 
2.0 
41 
100.0 
41.4 
41.4 
52 
100.0 
52.5 
52.5 
4 
100.0 
4.0 
4.0 
99 
100.0 
100.0 
100.0 
Appendix 61 
Cross-Tabulation of Manager's Age by Educational Level 
Education level 
College 
Primary/ Diploma/ Postgraduate 
Second. Matric/A- Professional (Master or Total 
School level Bachelor Qualification PhD 
Age 20-30 Count 0 0 2 0 0 2 
Row % 
.0 .0 
100.0 .0 .0 
100.0 
Column % 
.0 .0 
3.4 .0 .0 2.0 
Total % .0 .0 
2.0 .0 .0 
2.0 
31-40 Count 1 6 33 0 2 42 
Row % 2.4 14.3 78.6 .0 4.8 100.0 
Column % 33.3 30.0 56.9 .0 15.4 42.0 
Total % 1.0 6.0 33.0 .0 
2.0 42.0 
41-50 Count 2 14 20 6 10 52 
Row % 3.8 26.9 38.5 11.5 19.2 100.0 
Column % 66.7 70.0 34.5 100.0 76.9 52.0 
Total % 2.0 14.0 20.0 6.0 10.0 52.0 
Above Count 0 0 3 0 1 4 
50 
Row % 
.0 .0 
75.0 .0 25.0 100.0 
Column % 
.0 .0 
5.2 .0 7.7 4.0 
Total % .0 .0 
3.0 
.0 
1.0 4.0 
Total Count 3 20 58 6 13 100 
Row % 3.0 20.0 58.0 6.0 13.0 100.0 
Column % 100.0 100.0 100.0 100.0 100.0 100.0 
Total % 3.0 20.0 58.0 6.0 13.0 100.0 
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Appendix 6J 
Cross-Tabulation of Regulator's Age by Gender 
Gen der 
Male Female Total 
Age 20-30 Count 8 6 14 
Row % 57.1 42.9 100.0 
Column % 57.1 66.7 60.9 
Total % 34.8 26.1 60.9 
31-40 Count 5 1 6 
Row % 83.3 16.7 100.0 
Column % 35.7 11.1 26.1 
Total % 21.7 4.3 26.1 
41-50 Count 1 2 3 
Row % 33.3 66.7 100.0 
Column % 7.1 22.2 13.0 
Total % 4.3 8.7 13.0 
Total Count 14 9 23 
Row % 60.9 39.1 100.0 
Column % 100.0 100.0 100.0 
Total % 60.9 39.1 100.0 
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Appendix 6K 
Cross-Tabulation of Regulator's Age by Monthly Income 
RM1,000- 
RM3,000 
Monthly income 
RM3,001- 
RM5,000 
RM5,001- 
RM10,000 
Total 
Age 20-30 Count 9 5 0 14 
Row % 64.3 35.7 .0 100.0 
Column % 81.8 50.0 .0 60.9 
Total % 39.1 21.7 I .0 
60.9 
31-40 Count 2 4 0 6 
Row % 33.3 66.7 .0 100.0 
Column % 18.2 40.0 
.0 26.1 
Total % 8.7 1 17.4 I .0 26.1 
41-50 Count 0 1 2 3 
Row % 
.0 33.3 66.7 100.0 
Column % 
.0 10.0 100.0 13.0 
Total % .0 4.3 8.7 13.0 
Total Count 11 10 2 23 
Row % 47.8 43.5 8.7 100.0 
Column % 100.0 100.0 100.0 100.0 
Total % 47.8 43.5 8.7 100.0 
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Appendix 7A 
Rotated Component Matrix on Islamic Banking Objectives (Oblimin) 
Variable 
Factor 
12 
Social Welfare Commercial 
Objectives Objectives 
Communality 
of Each 
Variable 
X3 . 799 . 672 
X2 . 775 . 600 
X4 . 696 . 372 . 
526 
X8 . 596 . 499 . 486 
X7 . 429 . 
752 . 627 
Xs . 456 . 
749 . 638 
X5 . 631 . 399 
X1 . 609 . 438 
Extraction Method: Principal Component Analysis. Rotation Method: Ublimin with Kaiser 
Normalization. 
A Rotation converged in 3 iterations. 
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Appendix 7B 
Mean Rank Table: Stakeholder Groups' Perceptions on Islamic Banking Objective 
Profit Maximisation Objective 
Social Welfare objective 
Poverty Alleviation objective 
Sustainable development objective 
Minimising cost operation objective 
Product and Service quality objective 
Respondent Group 
Managers 
Shariah Advisors 
Employees 
Regulators 
Customers 
Local Communities 
Depositors 
Total 
Customers 
Depositors 
Local Communities 
Regulators 
Shariah Advisors 
Employees 
Managers 
Total 
Local Communities 
Depositors 
Regulators 
Customers 
Shariah Advisors 
Employees 
Managers 
Total 
Shariah Advisors 
Local Communities 
Customers 
Depositors 
Employees 
Regulators 
Managers 
Total 
Shariah Advisors 
Managers 
Regulators 
Employees 
Customers 
Local Communities 
Depositors 
Total 
Shariah Advisors 
Managers 
Employees 
Customers 
Depositors 
Local Communities 
N Mean Rank 
99 936.32 
9 906.50 
332 856.70 
25 684.88 
356 682.61 
266 665.20 
368 643.71 
1455 
359 792.10 
374 787.43 
269 758.36 
25 694.68 
10 662.00 
333 640.83 
97 582.82 
1467 
266 824.38 
369 798.82 
25 783.46 
358 766.29 
9 674.44 
324 567.98 
97 525.91 
1448 
10 910.25 
270 774.23 
360 764.02 
374 738.29 
326 678.62 
25 667.56 
99 658.09 
1464 
9 912.83 
98 893.85 
25 789.88 
332 761.26 
352 714.64 
265 680.55 
364 671.81 
1445 
9 920.06 
98 796.00 
332 788.26 
356 728.25 
373 699.04 
269 690.41 
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Regulators 25 629.54 
Total 1462 
Offering viable product objective Shariah Advisors 10 886.80 
Employees 334 818.39 
Managers 99 813.29 
Regulators 25 772.64 
Local Communities 271 720.25 
Customers 360 700.38 
Depositors 374 685.12 
Total 1473 
Promoting Islamic values Regulators 25 784.30 
Employees 334 770.47 
Managers 99 765.83 
Customers 357 735.05 
Local Communities 270 732.56 
Depositors 378 704.60 
Shariah Advisors 10 629.75 
Total 1473 
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Appendix 7C 
Rotated Component Matrixe on Banking Selection Criteria 
Variable 1 
Reputation/ 
service 
delivery 
Factor 
2 
CSR 
3 
Conveniece 
/product 
price 
Communality 
of Each 
Variable 
Knowledgeable and 
. 807 633 competence factor . 
Islamic reputation and image 
. 768 642 factor . 
Friendly personnel factor . 686 . 579 
Islamic working environment 670 
. 545 factor 
Service quality factor . 654 . 511 
Economic reputation factor . 632 . 571 
Environmental practice factor . 774 . 649 
Involve in community factor . 675 . 583 
Human rights factor . 366 . 
550 
. 589 
Location factor . 781 . 646 
Convenience factor . 540 . 432 
Product price factor . 521 . 548 
Extraction Method: Principal Component Analysis. 
Rotation Method: Oblimin with Kaiser Normalization. 
a Rotation converged in 11 iterations. 
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